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Section 1 Introduction and
Changes in Law*

This report contains complete individual

income tax data for Tax Year 1988. The statistics

are estimates based on a stratified probability

sample of individual income tax returns, selected

before audit, and represent coverage of

approximately 110 million Forms 1040, 1040A,

and 1040EZ filed by the nation's taxpayers for

Tax Year 1988.

Table A on the following page shows selected

income and tax items for Tax Years 1975, 1980,

1985, 1987, and 1988 with the percentage change

between Tax Years 1987 and 1988. When
comparing income and tax items from different

years, it is important to note any changes in tax

law that may have affected the composition of the

data.

From 1987 to 1988 the number of returns

filed increased by almost 2.7 million, or 2.5

percent, and adjusted gross income (AGI)

increased by more than $309 billion, or 11.1

percent. The components of AGI showing the

largest increases were dividends, business or

professional income, and partnership and S

corporation net income. Total income tax (the

sum of income tax after credits and the alternative

minimum tax) rose 11.8 percent for 1988 under

the new lower tax rates.

This report is divided into seven sections.

Section 1 includes requirements for filing,

changes in tax law for 1988 which may affect the

statistics, and an explanation of the 1979 Income

Concept. Using the 1979 Income Concept,

average tax rates are compared from 1986 to

1988, showing the difference before and after tax

reform. Section 2 gives a description of the

sample of income tax returns upon which the

statistics are based, and Section 3 contains the

basic tables of detailed statistics on individual tax

returns. In Section 4 the data on high income

returns are presented. Section 5 provides an

explanation of the terms used in the tables. The

tax return forms and instructions appear in

Section 6, and the last section contains an index.

Requirements for Filing

The Internal Revenue Code of 1986, as

amended, provided the legal basis for tax activity

detailed in this volume. For Tax Year 1988, the

principal criteria that determined the general filing

requirements were gross income, filing status,

marital status, age, and, if the taxpayer was a

dependent, blindness was also a factor. Gross

*This report was prepared under the direction of Jeff Hartzok, Chief, Returns Analysis Section, Individual

Statistics Branch. June Walters was responsible for overall production. Louella Ballenger made

contributions to the text. Technical assistance was provided by Michael Strudler, and copy preparation was

completed by Edward Gross, Jr. and Timothy Cruciano, Research Section.
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Table A.—Selected Income and Tax Items for Selected Years, 1975-1988

[All figures are estimates based on samples—money amounts are in thousands o) dollars)
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Figure 1—General Filing Requirements
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Changes in Law

Tax Year 1988 was the second full year under

the Tax Reform Act of 1986 and the year in

which most of its provisions were fully

implemented. All major changes in effect for Tax

Year 1988 that are included in Statistics of

Income data are listed below in alphabetical

order. Section 5 contains more detailed

explanations and definitions of terms used in this

report.

Alternative Minimum Tax

For 1988, a married taxpayer filing a separate

return who had alternative minimum taxable

income of more than $155,000 was required to

increase alternative minimum taxable income by

25 percent of the amount it exceeded $155,000,

but the increase could not be more than $20,000.

The personal exemption amount could no longer

be deducted in figuring alternative minimum
taxable income. [This change was retroactive to

1987.]

Capital Gains and Losses

For capital assets acquired after December 31

,

1987, the holding period for a long-term gain or

loss is more than one year, and for a short-term

gain or loss, one year or less.

Beginning in 1988, long-term capital gains

were taxed at the same rates as ordinary income.

Child Care Credit

Beginning in 1988, taxpayers could no longer

include the expenses of sending their children or

dependents to an overnight camp when figuring

the child care credit.

Figure 2—For Children and Other Dependents
If someone (such as your parent) can claim you as a dependent, use Figure 2 to see if you must file a return. If your gross

income was S 1 ,950 or more, you generally cannot be claimed as a dependent. But, you can be claimed as a dependent on your

parents' return if you were under age 19 at the end of 1988 or a full-time student and your parents met the other requirements.

Unearned income includes taxable interest and dividends. Earned income includes wages, tips, and taxable scholarships

and fellowships.

1. Single dependents under 65

You must file a return if-

the total of that

Your unearned

income wa.s:
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Earned Income Credit

The earned income credit was increased to a

maximum of $874 for 1988. Some credit was

available for qualified individuals whose earned

income and AGI were each less than $18,576.

For 1987, the maximum credit was $851, and the

credit phased out entirely if income exceeded

$15,432.

Exemptions

The amount of each individual personal

exemption increased to $1,950 for 1988 from

$1,900 for 1987. Also, beginning in 1988, the

amount that could be claimed as a deduction for

exemptions was phased out if taxable income

exceeded $89,560 if filing status was single,

$149,250 if married filing jointly or qualifying

widow(er), $123,790 if head of household, and

$113,300 if married filing separately. Married

taxpayers filing separately with income over

$1 13,300 figured their tax as if they were allowed

an exemption for their spouse whether or not they

actually claimed the spousal exemption. See also

Tax Rates.

Interest Paid Deduction

Personal interest. Only 40 percent of

"personal" interest, such as interest on credit

cards, car loans, or personal loans, was deductible

for 1988, whereas 65 percent was deductible for

1987.

to buy, build, or improve that home. Also,

taxpayers could deduct all of the interest on an

additional $100,000 of loans secured by their

main or second home.

Minimum Tax Credit

A minimum tax credit could be taken for 1988

by some taxpayers who paid alternative minimum

taxes for 1987. The credit was that part of the

1987 alternative minimum tax that was based on

adjustments or preference items that deferred tax

rather than caused permanent avoidance of tax.

If all of the minimum tax credit could not be used

for 1988, the excess could be carried forward to

future years.

Passive Losses

Under the Tax Reform Act of 1986, some of

the "passive" losses (i.e., those generated by any

trade, business, or rental activity in which the

taxpayer did not materially participate), entered

into before October 23, 1986 were allowed to

offset "nonpassive income". For Tax Year 1988,

40 percent of such losses were allowed to offset

nonpassive income, down from 65 percent

allowed for 1987. These disallowed, or

nondeductible, passive losses for 1988 could, in

many cases, be carried forward to 1989.

Most of the passive loss activity was

concentrated in partnerships and rental activities

on Schedule E.

Mortgage interest. The rules for deducting

home mortgage interest changed for 1988.

Generally, taxpayers who got a mortgage before

October 14, 1987, which was secured by the

taxpayer's main or second home, could deduct all

the interest. Taxpayers who got a mortgage after

October 13, 1987, which was secured by their

main or second home, could deduct all interest if

the loan (plus any other mortgages on the home)

was $1 million or less and the funds were used

Pensions and Annuities

Beginning in 1988, the capital gains treatment

of lump sum distributions received from pension

plans was phased out except for those taxpayers

born on or before January 1, 1936.

The amount of retirement distributions that

could be made during the year without incurring

the tax on excess distributions was increased to

$1 17,529 for 1988 from $1 12,500 for 1987.
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Self-Employment Tax

The maximum net earnings subject to

self-employment tax increased to $45,000 for

1988 from $43,800 for 1987, and the net tax rate

increased to 13.02 percent for 1988 from 12.30

percent for 1987.

Standard Deduction

For most taxpayers, the basic standard

deduction was increased for 1988 over 1987. The

standard deduction rose from $2,540 to $3,000

for single taxpayers, from $3,760 to $5,000 for

those filing joint returns, from $1,880 to $2,500

for married filing separately, and from $2,540 to

$4,400 for head of household. The standard

deduction for taxpayers age 65 or older or blind

remained the same as for 1987.

Tax Rates

For 1988, the tax rate schedules contained

only two basic rates: 15 percent and 28 percent.

But, taxable income over certain levels ($43,150

if single, $35,950 if married filing separately,

$61,650 if head of household, and $71,900 if

married tiling jointly or a qualifying widow(er))

was subject to an additional 5 percent tax. The

purpose of this was to phase out the benefit of the

15 percent tax rate and the benefit of the

deduction for personal exemptions for taxpayers

and dependents. The benefits of the 15 percent

tax rate bracket were phased out first. They were

completely phased out for an individual at varying

levels of taxable income according to filing status:

$89,560 for single taxpayers, $113,300 for

married filing separately, $123,790 for heads of

households, and $149,250 for married filing

jointly and qualifying widow(er)s. After the

benefits of personal exemptions were also phased

out, the individual then paid a 28 percent tax on

each additional dollar of taxable income.

The 1979 Income Concept
A Retrospective Income Definition

In order to analyze changes in income and

taxes over a period of years, an income concept

with a consistent definition of income must be

used. The income concept available from Federal

income tax returns, adjusted gross income (AGI),

was designed for tax administration and its

definition changes to reflect tax law. New tax

laws of the 1980's-the Economic Recovery Tax

Act of 1981, the Tax Equity and Fiscal

Responsibility Act of 1982, the Tax Reform Act

of 1984, and the Tax Reform Act of 1986--made

significant changes to the components of adjusted

gross income (AGI), making it more difficult to

use AGI for accurate comparisons of income from

year to year.

For this reason, it was decided to develop an

income definition that would be applicable over

several years and allow comparisons both before

and after the major tax legislation of the 1980's.

The "retrospective" income definition that was

developed was called the " 1979 Income Concept"

and reflected the base period 1979 through 1986.

It was calculated using only data available from

individual income tax returns; and, by using the

same income items in the calculation each year,

its definition was consistent throughout the base

years. In addition, this "retrospective" income

definition could be used to compare income of

future years to income for these prior years by

continuing to include the same components that

were common to all years [1]. (For a more

complete explanation of other income concepts

see Appendix A of Section 4, "High Income

Returns: Taxable and Nontaxable," in this

report.)

The calculation of the 1979 Income Concept

is shown in Figure 3. Several items partially

excluded from AGI for the base years were fully

included in this new income measure, the largest

of which was the capital gains exclusion. The

full amount of all capital gains, as well as all
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Figure 3—Calculation of the 1979

Income Concept for 1988

1979 Total Income =

Salaries and wages*

+ Interest*

+ Dividends (without any exclusion)*

+ Alimony received*

+ Capital gains (without any exclusion) and

allowable losses*

+ Capital gains not reported on Schedule D
(without any exclusion)*

+ Other gains or losses (Form 4797)*

+ Net business income or loss*

+ Net farm income or loss*

+ Net rent income or loss*

+ Net royalty income or loss*

+ Net partnership income or loss*

+ Net Subchapter S Corporation income or

loss*

+ Net farm rental income or loss*

+ Net estate and trust income or loss*

+ Unemployment insurance income

reported*

+ Depreciation in excess of straight-line

depreciation**

-I- Total pension income reported**

+ Net other income*

LESS
+ Disallowed passive losses**

+ Moving expenses**

+ Employee business expenses (includes

both reimbursed and unreimbursed)**

-I- Alimony paid*

*Included in AGI for Tax Year 1988.

**Not fiilly included in AGI for Tax Year

1988.

dividends and unemployment compensation, was

added to the income calculation. Total pensions,

annuities, IRA distributions, and rollovers were

added, including the nontaxable portion that was

excluded from AGI. Social security benefits were

omitted because they were not reported on the tax

return until 1984. Also, any depreciation

deduction in excess of straight-line depreciation

that was subtracted in computing AGI was added

back.

Deductions that could be subtracted in the

calculation of the 1979 Income Concept were

limited to employee business expenses, alimony

paid, and moving expenses. These same items

were also subtracted in computing AGI until 1987

when unreimbursed business expenses and moving

expenses were changed from "adjustments" to

"itemized deductions."

The Tax Reform Act of 1986 made extensive

changes in the calculation of AGI beginning in

1987. These changes made it necessary to revise

the calculation of the 1979 Income Concept in

order to make tax years beginning with 1987

comparable to the base years, 1979 to 1986. The

new law limited the deduction of passive losses

and eliminated unreimbursed business expenses

and moving expenses as "adjustments" in figuring

AGI beginning with Tax Year 1987. Since

passive losses had been fully deductible for both

income measures prior to 1987, the disallowed

passive losses for 1987 had to be deducted in the

1979 Income Concept calculation of 1987 income.

Uru-eimbursed business expenses and moving

expenses were allowed only as an "itemized

deduction" beginning in 1987, in contrast to prior

years when these two expenses were subtracted in

computing AGI. The amount reported for these

two expenses by taxpayers who itemized

deductions could be subtracted in the calculation

of the 1979 Income Concept. But, taxpayers who

did not itemize deductions could not claim either

of these two expenses as they were allowed to do

before 1987. For this reason, the deduction for

these two expenses beginning in 1987 was not

comparable to that for previous years.
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Table B.—All Returns: Selected Income and Tax Items, By Size of Adjusted Gross Income
and By 1979 Income Concept, 1988

(All figures are estimates based on samples—number of returns are in thousands and money amounts are in
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Table B.—All Returns: Selected Income and Tax Items, By Size of Adjusted Gross Income
and By 1979 Income Concept, 1988—Continued

(All figures are estimates based on samples—number of returns are in thousands and money amounts are in millions of dollars]
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Table B.—All Returns: Selected Income and Tax Items, By Size of Adjusted Gross Income
and By 1979 Income Concept, 1988—Continued

[All figures are estimates based on samples—number of returns are in tfiousands and money amounts are in millions of dollars]
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Comparison of AGI with 1979 Income Concept

The Tax Reform Act of 1986 made extensive

changes in the composition of AGI beginning in

Tax Year 1987. The Act incorporated into AGI
most of the income items included in the 1979

Income Concept. Some income, such as capital

gains, that had been partially excluded from AGI
under prior law was fully included. The new law

also eliminated or restricted some deductions.

For this reason, if AGI is used to measure

income, any comparison of 1986 income and tax

data with that for 1987 or 1988 is misleading. A
more accurate comparison can be made using the

1979 Income Concept because it measures income

in the same way for all three years.

Table B shows total income and selected tax

items for 1988 using AGI and the 1979 Income

Concept. Income, as calculated by the two

measures, showed little difference for 1988 with

most provisions of the Tax Reform Act of 1986

(TRA) in effect. Before tax reform, when income

measured by AGI and the 1979 Income Concept

were compared at each income level, the

differences were most pronounced at income

levels of $200,000 or more. But, with the

elimination of preferential treatment of various

income items by TRA, such as the exclusion of

capital gains, much of the difference disappeared.

Under tax law prior to 1987, the capital gains

exclusion accounted for the largest difference at

the higher income levels between the two income

measures.

Total income for all returns, using the 1979

Income Concept, increased over 10 percent from

1987 to 1988; but total income for the highest

income group—$200,000 and above—increased
over 50 percent. Total income taxes reported for

the $200,000 and above income group increased

almost 38 percent from 1987 to 1988.

Figure 4.—Total Income Tax as a Percentage of Income, 1986-1988

Size of Income
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The average tax rates (income tax as a

percentage of total income) for each income class

for 1986, 1987, and 1988, based on AGI and the

1979 Income Concept, are shown in Figure 4.

Based on the 1979 Income Concept, average tax

rates declined or remained the same from 1987 to

1988 in every income category with the exception

of incomes under $10,000, which rose slightly.

At incomes over $70,000 the decrease was larger,

with incomes of $200,000 and above showing the

largest decline in average tax rates. A factor in

this larger decrease for the highest income groups

was the lower marginal tax rate of 28 percent for

1988 compared to 38.5 percent for 1987.

When average tax rates for 1988 (based on the

1979 Income Concept) are compared to those for

1986 (before tax reform), the rates declined for

incomes below $90,000. For incomes of $90,000

and above, average tax rates increased for most

income groups, especially for incomes of

$1,000,000 and over, which rose from 21.4

percent for 1986 to 24.5 percent for 1988.

Although this higher average tax rate for 1988

was calculated using a lower marginal tax

rate—28 percent for 1988 compared to 50 percent

for 1986— it was calculated on income which

included all capital gains (long-term gains could

be partially excluded from income for 1986.)

Also, certain deductions from income that were

allowed for 1986, were limited or eliminated for

1987 and 1988.

Notes And References

[1] Hostetter, Susan, "Measuring Income for

Developing and Reviewing Individual Tax

Law Changes: Exploration of Alternative

Concepts," Statistics of Income and Related

Administrative Record Research: 1986-1987,

U.S. Department of the Treasury, Internal

Revenue Service, 1987.



Section 2 Description of the Sample*

This section describes the sample selection and

criteria, and the method of estimation contained in

this report. It also describes some of the

limitations of the data.

Sample Selection

The statistics in this report were estimated from

a stratified probability sample of unaudited

Individual Income Tax Returns, Forms 1040,

1040A, and 1040EZ filed by U.S. citizens and

residents. The sample was designated at the

Martinsburg Computing Center and was processed

at the ten Internal Revenue Service (IRS) Centers

during Calendar Year 1989. The total sample of

1 10,634 returns was selected from a population of

110,088,189 returns.

All returns processed during 1989 were

subjected to sampling except tentative and

amended returns. Tentative returns were not

subjected to sampling because the revised returns

may have been sampled later on, while amended

returns were excluded because the original returns

had already been subjected to sampling. A small

percentage of returns were not identified as

tentative or amended until after sampling. These

returns along with those that contained no income

information were excluded from the tables in this

report. Sample returns representing 377,023

returns were excluded from the tables as a result.

The estimates in this report are intended to

represent all returns filed for Tax Year 1988.

While about 97 percent of the returns processed

during Calendar Year 1989 were for Tax Year

1988, a few were for noncalendar years ending

during 1988 and 1989, and some were returns for

prior years. Returns for prior years were used in

place of 1988 returns received and processed after

December 31, 1989. This was done in the belief

that the characteristics of returns due but not yet

processed could best be represented by the returns

for previous income years that were processed in

1989. Therefore, data for Tax Year 1988 may

include amounts for discontinued items, such as

the deduction for a working married couple,

reported on prior year returns processed in 1989.

Sample Design and Selection Criteria

Data from Forms 1040, 1040A, and 1040EZ

processed to the IRS Individual Master File

System at the National Computing Center during

Calendar Year 1989 were classified, by computer,

into sample strata. These strata were based on

the larger of total income or total loss amounts

and the size of business plus farm receipts. In

addition, the strata were based on the presence or

absence of a Form 2555, Foreign Earned Income;

a Form 1116, Computation of Foreign Tax

Credit; a Schedule C, Profit or Loss from

Bonnye Walker designed the sample and prepared the text and tables in this section under the direction

of Yahia Ahmed, Chief, Mathematical Statistics Team, Coordination and Publication Staff.

13
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Business; a Schedule F, Farm Income and

Expenses; and a Form 4835, Farm Rental Income

and Expenses. Twenty variables were used to

derive the total income and loss amounts.

Returns were then selected from the sample

strata using two methodologies. One method used

certain ending digits of the social security number

(SSN), and the second method used ending digits

of numbers generated from transformations of the

SSN. The sampling rates for the various strata

ranged from 0.03 percent to 100 percent.

Table C contains the number of returns in the

population and sample-by-sample stratum for the

United States. A comparison of the population

counts in Table C with the total shown in the

national tables of this report will disclose a small

difference. This difference is the result of having

excluded an estimated 377,023 returns (see

below).

Method of Estimation

Weighting factors were obtained by dividing

the population count of returns in a sample

stratum by the number of sample returns for that

stratum. These weighting factors were used to

generate all of the estimated numbers of returns

and amounts in this report.

Table Presentation

Whenever a weighted frequency is less than 3,

the estimate and its corresponding amount are

combined or deleted in order to avoid disclosure

of information for specific taxpayers. These

combinations and deletions are indicated by a

double asterisk (**) and by a dagger (t),

respectively. Estimates based on less than 10

sampled returns are considered to be unreliable.

These estimates are noted by a single asterisk (*)

to the left of the data unless all of the sampled

returns are selected with certainty (at the 1(X)

percent rate).

In the tables, a dash (-) in place of a frequency

or an amount indicates that either no returns in

the population had the characteristic or the

characteristic was so rare that it did not appear on

any of the sampled returns.

Processing and Management of the Sample

While the sample was being selected, the

selection process was monitored by applying

prescribed sampling rates for each stratum to the

population for that stratum. A follow-up was

required to reconcile differences between the

actual number of returns designated for each

sample strata and the expected number.

In transcribing and tabulating the information

from the returns in the sample, checks were

imposed to improve the quality of the resulting

estimates. Incorrect or missing entries on the

sampled record were altered during statistical

editing to make them consistent with other entries

on the return and accompanying schedules. Data

were also adjusted during processing in an attempt

to achieve consistent statistical definitions. For

example, a taxpayer may have reported director's

fees on the "other income" line of the Form 1040

return. If this situation had been detected during

statistical processing, the amount of director's

fees would have been transferred to salaries and

wages in the sample record.

The quality of the sample data was controlled

at the IRS service centers by means of a

continuous verification system that used computer

tests to check for mathematical errors and

inconsistent or missing data [1, 2].

Some returns designated for the sample are not

available for SOI processing because other areas

of IRS, such as Audit and Collection, need the

return at the same time as SOI. These returns are

referred to as unavailable returns. During Tax

Year 1988, there were 166 unavailable returns

which constituted about one tenth of one percent

of the designated sample. The chart below
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Table C—Number of Forms 1040, 1040A and 1040EZ in the Population and Sample
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contains the percentage of unavailable returns for

Tax Years 1985-1988.

Year 1985 1986 1987 1988

Percent 1.8 0.3 0.1 0.1

After the completion of service center review,

data were further validated, tested, and balanced

at the Detroit Computing Center. Computer

adjustments and imputations for selected fields

were used to make each record internally

consistent. Data were then tabulated.

A small subsample of returns was selected and

independently reviewed, analyzed, and processed

for a quality evaluation. Finally, prior to

publication, all statistics and tables were reviewed

for accuracy and reasonableness in light of

provisions of the tax laws, taxpayer reporting

variations and limitations, economic conditions,

comparability with other statistical series, and

statistical techniques used in data processing.

Sample Redesign

A complete revision to the sample design used

to produce the statistics from individual income

tax returns is being phased in over a 5-year period

beginning with Tax Year 1987 and ending with

Tax Year 1991. In addition to new strata classes

and methods of estimation, the revisions include

the development of a longitudinal panel. For

additional details on the redesign see [3], [4], [5],

[6] and [7].
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Table 1.1—Selected Income and Tax Items, by Size and Accumulated Size of Adjusted Gross Income
(All figures are estimales based on samples— money amounts are m thousands of dollars)
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Table 1.1—Selected Income and Tax Items, by Size and Accumulated Size of Adjusted Gross Income—Continued
(All figures are estimates based on samples
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Table 1.1—Selected Income and Tax Items, by Size and Accumulated Size of Adjusted Gross Income—Continued
(All figures are eslimates based on samples— money amounts are in inousands ol dollars)
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Table 1.5—Form 1040EZ Returns: Sources of Income and Tax Items, by Size of Adjusted Gross Income
(All figures are estimates based on samples—money amounts are m ttiousands of dollars)
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Table 1.5—Form 1040EZ Returns: Sources of Income and Tax Items, by Size of Adjusted Gross Income—Continued
(All figures are estimates based on samples—money amounts are in thousands of dollars)
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Table 1.6—Form 1040A Returns: Sources of Income, Deductions, and Tax Items, by Size of Adjusted Gross Income
(All figures are estimates based on samples—money amounts are in thousands of dollars)
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Table 1.6—Form 1040A Returns: Sources of Income, Deductions, and Tax Items, by Size of Adjusted Gross Income-
Continued
(All ligures are estimates based on samples—money amounts are in ttiousands of dollars)
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Table 1.6—Form 1040A Returns: Sources of Income, Deductions, and Tax Items, by Size of Adjusted Gross Income-
Continued
(All figures are estimates based on samples—money amounts are m thousands ot dollars)



Individual Returns/1988 45

Table 1.6—Form 1040A Returns: Sources of Income, Deductions, and Tax Items, by Size of Adjusted Gross Income-
Continued
(All figures are estimates based on samples—money amounts are in ttnousands of dollars)
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Table 2.1—Returns With Itemized Deductions: Sources of Income, Adjustments, Itemized Deductions by Type,
Exemptions, and Tax Items, by Size of Adjusted Gross Income
(All figures are estimates based on samples—money amounts are in thousands ot dollars)
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Table 2.1—Returns With Itemized Deductions: Sources of Income, Adjustments, Itemized Deductions by Type,
Exemptions, and Tax Items, by Size of Adjusted Gross Income—Continued
(All figures are estimates based on samples—money amounts are in triousands of dollars)
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Table 2.1—Returns With Itemized Deductions: Sources of Income, Adjustments, Itemized Deductions by Type,
Exemptions, and Tax Items, by Size of Adjusted Gross Income—Continued
(All figures are estimates based on samples—money amounts are in thousands ol dollars)



Individual Returns/1988
49

Table 2.1—Returns With Itemized Deductions: Sources of Income, Adjustments, Itemized Deductions by Type,
Exemptions, and Tax Items, by Size of Adjusted Gross Income—Continued
(All figures are estimates based on samples—money amounts are in thousands o( dollars)
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Table 2.1—Returns With Itemized Deductions: Sources of Income, Adjustments, Itemized Deductions by Type,
Exemptions, and Tax Items, by Size of Adjusted Gross Income—Continued
(All figures are estimates based on samples—money amounts are
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Table 2.3—All Returns: Exemptions by Type and Number of Exemptions, by Size of Adjusted Gross Income
(All tigures are estimates based on samples—money
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Table 2.4—All Returns: Exemptions by Type, and Number of Exemptions, by Marital Status

(All (igures are estimates based on
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Table 3.1—Returns With Modified Taxable Income: Adjusted Gross Income, Deductions, Exemptions, Taxable Income,
and Tax Items, by Type of Tax Computation by Size of Adjusted Gross Income
(All figures are estimates based on samples—money amounts are m Itiousands of dollars)

Type of tax compulation by size
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Table 3.2—Returns With Total Income Tax: Total Income Tax as a Percent of Adjusted Gross Income, by Size of

Adjusted Gross Income
(All figures are estimates based on samples—money amounts are in thousands of dollars)
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Table 3.2—Returns With Total Income Tax: Total Income Tax as a Percent of Adjusted Gross Income, by Size of

Adjusted Gross Income—Continued
(All ligures are estimates based on samples— money amounts are in thousands of dollars)
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Table 3.5—Returns With Modified Taxable Income: Tax Generated by Rate and by Size of Adjusted Gross Income
(All figures are estimales based on samples





Section 4 High-Income Returns:

Taxable and Nontaxable*

Introduction

Each year, a small number of individual

income tax returns which report income of

$200,000 or more do not show any income tax

liability. Although such returns represent only a

tiny fraction of all Federal income tax returns

with high incomes (fewer than 1 in 800 returns),

they generate a great deal of interest. Attention

focuses on the features of the income tax system

that seem to permit some high-income people to

completely avoid Federal income tax at the same

time that other taxpayers, most of whom have

much lower incomes, have tax liabilities

amounting to significant shares of their incomes.

Information on the reasons for nontaxability of

some high-income filers may provide a basis for

discussing whether such features are necessary

and appropriate in a broad-based income tax

system.

The Tax Reform Act of 1976 required annual

publication of data on individuals with high

incomes, including the number of such individuals

who did not pay any income tax and the

importance of various tax provisions in making

those individuals nontaxable [1]. The 1976 Act

specified that the tax return data be tabulated

using four different concepts of income [2]. The

Deficit Reduction Act of 1984 eliminated the

requirement for publishing data for the two

lesser-used income concepts [3]. Data for the

years 1974 through 1987 have been published

previously [4].

This Section contains the available high-

income tax return data for 1988, with emphasis

on high-income returns which are nontaxable. At

the end of the text but preceding the tables are

two appendices which include summaries of the

definitions and concepts which are crucial to an

understanding of high-income tax returns in

general and nontaxable, high-income returns in

particular. Appendix A, "Income Concepts: A
Primer," describes and explains the differences

between the two concepts used to measure

income. Appendix B, "Measurement of Taxes,"

discusses the proper measurement of income tax

burdens, explains the different treatment of the

foreign tax credit, outlines the methodology used

to equate the importance of exclusions and

deductions as compared with tax credits, and

reviews certain limitations in the data underlying

this Section.

This Section includes twelve tables with data

representing 1988 income tax returns, mainly

Robert Kalish was responsible for production and table review, with assistance from William Bradley.

Technical guidance was provided by Michael Strudler.
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those with incomes of $200,000 or more under

one or more different concepts of income. Most

of the data are shown for taxable and non-

taxable returns both separately and combined.

The tables show:

• The numbers of total and high-income

returns (taxable, nontaxable, and

combined) separately for the expanded

income and the adjusted gross income

concepts (Tables 1 and 2);

• The distributions of taxable income as a

percentage of total income (Tables 3 and

4);

• The frequencies and amounts of various

sources of income, exclusions, deductions,

taxes, and tax credits, as well as the

relationship between the two different

income concepts used in this Section

(Tables 5 and 6);

• The frequencies with which various

deductions and tax credits are the most

important and second most important items

in reducing (or eliminating) income taxes

(Tables 7 and 8);

• The frequencies with which various

itemized deductions and tax credits occur

as certain percentages of income (Tables 9

and 10); and

• The distributions of effective tax rates,

i.e., income tax as a percentage of

income, for all returns and for

high-income returns (Tables 1 1 and 12).

In addition to the data on high-income

returns, the tables distribute all 1988 returns by

broad income classes and cross-classify numbers

of returns in each income class by each of the two

income concepts. For purposes of comparison,

the tables with distributions of returns by their

effective tax rates include distributions for returns

other than high-income returns.

Tables 1, 3, 5, 7, 9, and 1 1 contain data with

foreign tax credits treated as items which reduce

U.S. income taxes; this is the treatment on tax

returns. Tables 2, 4, 6, 8, 10, and 12 are similar

to the first set of tables but treat foreign tax

credits as part of the individual's income tax

liability. In these tables, tax is referred to as

"Modified Total Income Tax." This different

treatment is explained in more detail under the

heading "Foreign Tax Credits" in Appendix B.

Numbers of High-Income Tax Returns

For 1988, the number of tax returns with

expanded income of at least $200,000 was

737,659 which represented 0.67 percent of all tax

returns filed. The number of tax returns with

AGI of at least $200,000 was 725,345, which

represented 0.66 percent of all tax returns filed.

As the result of the inclusion in AGI since

1987 of 100 percent of long-term capital gains,

the difference between the numbers of

high-income returns under the two income

concepts is substantially less than in years prior to

1987. That change, together with the limitations

on deductions for various forms of tax-sheltered

activities, makes the current definition of AGI a

better measure of true economic income than it

was prior to 1987.

Nontaxable High-Income Returns

For 1988, of the 737,659 income tax returns

with expanded income of $2(X),000 or more, 397,

or 0.054 percent, had no U.S. income tax

liability; and 309, or 0.042 percent, showed no

worldwide income tax liability. If not for the

Alternative Minimum Tax, 866 income tax

returns, or 0.117 percent, would have had no

U.S. income tax liability and 778, or 0.105

percent, would have had no worldwide income tax

liability [5].
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Of the 725,345 tax returns filed in 1989 with

AGI of $200,000 or more, 822 or 0.113 percent,

reported no U.S. income tax; and 731, or 0.101

percent, had no worldwide tax liability. If not for

the Alternative Minimum Tax, 1,657 income tax

returns, or 0.228 percent, would have had no

U.S. income tax liability and 1,566, or 0.216

percent, would have had no worldwide income tax

liability.

Notes and References

[1] Section 2123, 90 Stat, at 1915.

[2] The concepts are: adjusted gross income

(AGI), expanded income, AGI plus excluded

preferences, and AGI less investment interest

not in excess of investment income. See

Appendix A for a discussion of AGI and

expanded income.

[3] Section 441 (90 Stat, at 815) eliminated the

requirement for using AGI plus excluded

preferences and AGI less investment interest

not in excess of investment income.

[4] Lerman, Allen H., "High Income Tax

Returns: 1974 and 1975, A Report on High

Income Taxpayers Emphasizing Tax Returns

widi Little or No Tax Liability", U.S.

Department of Treasury, Office of Tax

Analysis, March 1977, and "High Income

Tax Returns: 1975 and 1976, A Report

Emphasizing Nontaxable and Nearly

Nontaxable Income Tax Returns", U.S.

Department of Treasury, Office of Tax

Analysis, August 1978.

U.S. Department of Treasury, Internal

Revenue Service, Statistics of Income-

Individual Income Tax Returns, reports for

1977 through 1982 and 1985 through 1987.

(For 1977 and 1978, only the actual numbers

of nontaxable, high-AGI returns have been

published.)

Lerman, Allen H., "High Income Tax

Returns, 1983", Statistics ofIncome Bulletin,

Spring 1986, Volume 5, Number 4, pp.

31-61.

Lerman, Allen H., "High Income Returns,

for 1984", Statistics of Income Bulletin.

Spring 1987, Volume 6, Number 4, pp.

1-29.
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Appendix A

Income Concepts: A Primer

This Appendix contains an explanation of the

differences between the two concepts of income

which are used in this Section and an outline of

how these concepts differ from the ideal economic

concept of income. The two major conceptual

differences between the income measures are

detailed, and the exact relationships between the

concepts are defined.

Economic Income, the Ideal Measure

Economists generally agree that for analyzing

the impact of taxes, the ideal measure of income

over a particular period of time, say a year, is the

value of what the individual or family consumed

over that period plus the change, if any, in its net

worth [Al]. For example, if during a year a

family spent $25,000 and saved $2,000,

economists would say the family had an income

of $27,000. Similarly, if the family spent

$25,000 but owned an asset such as an automobile

that decreased in value by $1,000, economists

would say that the family had an income of only



70 Individual Returns/1988

$24,000. A brief examination of the differences

between income as defined by economists, often

called economic income, and the adjusted gross

income (AGI) concept, used for Federal income

tax administration, illustrates some of the

problems of measuring income, especially for

high-income individuals.

Adjusted Gross Income

The concept of adjusted gross income was

developed for tax administration. It has never

been meant to be an accurate measure of

economic income. Indeed, it is well recognized

that AGI is deficient as a measure of economic

income. AGI excludes certain types of income,

such as interest from tax-exempt State and local

Government bonds, most social security benefits,

imputed rent on owner-occupied housing, and the

value of many employee fringe benefits.

(Beginning with 1987, unlike immediately prior

years, AGI does include 100 percent of net

realized long-term capital gains.) Also, while not

strictly excluded from AGI, income from other

activities is deferred to a later year, or

indefinitely, for income tax purposes.

Depreciation deductions allowed for income tax

purposes that exceed the decrease in the economic

value of an asset often reduce AGI below

economic income early in an asset's life. The

resulting lower depreciation deductions in later

years may raise AGI above economic income.

The net effect, however, of accelerated

depreciation is to postpone taxes, perhaps

indefinitely [A2].

Adjusted gross income excludes most changes

in net worth, such as all accrued, but unrealized,

capital gains [A3].

Even though some types of income are

excluded, AGI may overstate economic income

because some expenses incurred in the production

of income are not deductible in the computation

of AGI. Most of these expenses, however, are

deductible from AGI in calculating taxable

income, but only if the taxpayer "itemizes"

deductions and then in some cases only to the

extent that the sum of all such items exceeds 2

percent of AGI. Expenses incurred in the

production of income that are itemized deductions

include certain expenses of employees (such as

union dues, expenditures for items used

on-the-job but not reimbursed by the employer,

and employees' travel, meal and entertainment

expenses), job-related moving expenses, and

expenses attributable to a taxpayer's investments

(as opposed to the active operation of a trade or

business) including, but not limited to, interest

expense incurred in connection with investments

in securities.

Although net capital losses reduce economic

income, only the first $3,000 of net realized

capital losses may be deducted in computing AGI.

Any additional realized losses must be carried

forward to future years.

Redefining Income

Ideally, the impact of all taxes should be

measured relative to economic income. However,

no accurate, detailed data on such a broadly-

defined income measure are available from

income tax returns (or from any other source) for

a cross-section of American taxpayers. As a

practical matter, any broad income measure for a

large group of taxpayers must be calculated from

data already available from Federal individual

income tax returns. Thus, a more comprehensive

income measure must start from AGI and, to the

extent that data are available, must make

adjustments for omitted income items and

expenses that ought to be deductible in calculating

economic income [A4].

Omitted Income and Accelerated Deductions

Tax returns contain information about only a

portion of the income included in economic

income but excluded from AGI. The omitted

income that could be identified on 1988 income

tax returns consisted of: interest received on

tax-exempt State and local Government bonds;
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current-year capital losses in excess of currently

deductible amounts; payments to self-employed

retirement (Keogh) and Individual Retirement

Arrangement (IRA) pension savings plans; some

social security benefits; and income from sources

considered to be tax preferences for purposes of

the alternative minimum tax. Even if no

alternative minimum tax is due, such preferences

are generally supposed to be reported on Form

6251, Alternative Minimum Tax Computation,

which is supposed to accompany the person's

income tax return [A5].

Even after including preference income which

was not in AGI but which was identifiable on

1988 tax returns, several major sources of income

for high-income taxpayers were still omitted [A6]:

• All accrued but unrealized income,

primarily unrealized capital gains;

• Certain agricultural expenses deducted

when paid, even though related income

items are not includable in income until a

later year;

• Imputed rental income from owner-

occupied housing and from consumer

durables;

• Straight-line depreciation deductions on

real estate to the extent that they exceed

economic depreciation;

depreciation deductions exceeding economic

depreciation, especially in the early years of

ownership. Subsequently, income may be

correspondingly higher, but in the meantime, the

taxpayer has had the interest-free use of the

deferred taxes.

Conceptual differences between income

subject to ordinary tax and income benefiting

from tax-preferred treatment may also lead to

some understatement of income. Because of tax

benefits, individuals may be willing to accept

lower rates of return on investments yielding

tax-preferred income. If one views that reduction

in potential income as an "implicit tax" on that

income (paid in lieu of ordinary tax), then the

reporting of fully taxable and tax-preferred

income is not consistent. Fully taxable income is

being reported on a pre-tax basis, whereas a

tax-preferred income is being shown on an

after-tax basis. See "Implicit Tax" in Appendix

B for further discussion of this concept.

Because income sources not identifiable from

tax return data are excluded, all income measures

used in the data for this Section may understate

economic income. As a consequence, some

individuals with high economic incomes may have

been omitted completely from the high-income

group covered by this report. Moreover, the

income of some individuals who are included may

have been understated, and tax as a percentage of

income (i.e., the effective tax rate) may have been

overstated.

• Income "sheltered" from taxation —
primarily partnership income — through

deferral of the recognition of income for

tax purposes or the acceleration of

deduction items (although these "sheltered"

items are more limited in 1988 than

previously); and

• The value of employee fringe benefits.

For real estate, the combination of a shorter

life for tax purposes than the true economic life

of the property and the use of accelerated

depreciation methods may produce tax

Expenses

In measuring economic income, it generally

would be appropriate to deduct all expenses

incurred in the production of income, including

those related to any income-producing

investments. Since economic income would

include all investment income, including accrued

capital gains and losses, it would be proper to

deduct all investment expenses without limit.

Investment expenses in excess of income would

then represent net economic losses, roughly akin

to "net operating losses" from a trade or business.
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However, such a liberal deduction for investment-

related expenses is not necessarily correct when

all income items have not been included currently.

If all income has not been included currently,

full deduction of investment expenses might

represent a mismatching of receipts and expenses

and might result in understating income. For

example, if a taxpayer borrowed funds to

purchase securities, net income would be

understated if the taxpayer deducted all interest

payments on the loan but did not include as

income any accrued gains on the securities. A
similar mismatching of income and expenses

would occur if investment expenses that should

properly be capitalized were deducted when paid.

In these instances, a more accurate measure of

income might be obtained by postponing the

deduction of the expense until such time as the

income were recognized for tax purposes.

Additional problems are created when a

person with a loan has both income-producing

assets, such as securities, and non-income-

producing assets, such as a vacation home or

yacht. It is not possible to determine what

portion of the interest expense should be

attributed to taxable income-producing assets and,

therefore, ought to be deductible against the gross

receipts from such taxable assets.

As a result of these problems, it has been

necessary to set arbitrary limits on the amount of

investment expenses which are deductible in

calculating a broader measure of income.

Investment expenses that have not been

deducted in determining AGI generally can appear

on a Federal individual income tax return in two

places. Investment interest is taken into account

in the calculation of the itemized deduction for

interest. Other investment expenses, such as

management fees, are included in the

miscellaneous category of itemized deductions

[A7]. Beginning in 1987, most of the types of

income-producing expenses included as

miscellaneous itemized deductions are only

deductible to the extent that their total exceeds 2

percent of AGI. To determine expenses that

should be deductible in calculating an

approximation of economic income, investment

expenses have been defined as the entire interest

deduction other than the interest paid on a home
mortgage. Other investment expenses could not

be determined since they could not be separated

from the remainder of "miscellaneous"

deductions. Hence, they have not been used in

the adjustment for investment expenses.

To the extent that interest expenses do not

exceed investment income, they have been

allowed as a deduction in the computation of a

broader measure of income. Investment interest

expenses which do exceed investment income are

not deductible in calculating the broader income

measure. One consequence of this defmition is

that investment expenses can never turn positive

investment income into investment losses.

Generally, allowing investment expenses to offset

all investment income is generous and tends to

understate broadly-measured income. However,

in some instances, limiting investment expenses to

investment income may overstate income by

disallowing genuine investment losses. This

arbitrary procedure has been selected because,

especially with the omission of accrued capital

gains from measured income, allowing all

investment expenses to be deducted would

represent a mismatching of income and expenses.

Certain expenses incurred in the production of

income can be identified as itemized deductions.

Such expenses subtracted in the calculation of

expanded income include unreimbursed employee

business expenses and work-related moving

expenses.

Expanded Income

The Congress has asked for high-income data

to be tabulated on the basis of a measure closely

approximating economic income but using only

data available on tax returns. This measure is

called "expanded income."
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Expanded income is defined as adjusted gross

income (AGI) plus tax preference and other

income items excluded from AGI less investment

expenses to the extent that they do not exceed

investment income, and less other identifiable

expenses incurred in the production of income.

[AS]. Tax preferences considered for 1988 were

tax-exempt State and local Government bond

interest and, where the taxpayer filed a Form

6251, Alternative Minimum Tax Computation, all

other excluded income preferences subject to the

minimum tax [A9] [A 10]. For individuals, the

only Alternative Minimum Tax preference items

of significance are the excess of accelerated

depreciation over straight-line depreciation on real

property and on personal property subject to a

lease (for property placed in service before 1987),

the excess of percentage depletion over the cost of

the property, the deduction for intangible drilling

costs in excess of the amounts deductible if these

costs had been amortized, incentive stock options,

and the appreciated portion of the value of

property contributed to charitable organizations.

Upward adjustments are made for nontaxable

social security benefits. Downward adjustments

are made for unreimbursed employee business

expenses, nondeductible rental loss, and the

moving expense deduction. Because expanded

income is based on tax return data, it excludes

items such as accrued but unrealized capital gains,

straight-line depreciation on real estate in excess

of economic depreciation, most employee fringe

benefits, and other items mentioned above, under

"Omitted Income and Accelerated Deductions."

Two Income Measures

Current law requires high-income tax return

data to be selected and classified on the basis of

two different definitions of income: expanded

income and adjusted gross income. Expanded

income is the measure which most closely

approximates economic income [All]. Expanded

income and AGI are related in the following

manner [A 12]:

Expanded Income

= Adjusted gross income

-I- identifiable omitted income

— identifiable income production expenses

Adjusted Gross Income

= Expanded income

+ identifiable income production expenses

— identifiable omitted income

For any given taxpayer, AGI can be smaller

or larger than expanded income depending on

whether the amount of identifiable income

excluded from AGI is larger or smaller than the

identifiable expenses of producing income which

are not deductible in calculating AGI.

Notes to Appendix A

[Al] This is the Haig-Simons definition of

income.

[A2] For Tax Year 1988, the Internal Revenue

Code defined adjusted gross income as all

gross income not specifically excluded, and

reduced by statutory adjustments. Among

the exclusions were trade or business

deductions (but generally not employee

business expenses), depreciation deductions

allowable for tax purposes, limited

deductions for losses from the sale or

exchange of property, certain deductions

attributable to rents and royalty income,

and deductions for contributions to

individual retirement arrangements (IRA's)

and self-employed retirement (Keogh)

plans. In addition, gross income does not

include the value of the services received
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from the use of durable goods, such as

imputed net rent from owner-occupied

homes or from consumer durables. Finally,

gross income and, hence, adjusted gross

income, do not include interest on most

types of State and local Government debt,

most social security benefits, workers'

compensation benefits, and most types of

welfare benefits.

[A3] Gross income includes only income that has

been "realized." Thus, for Federal income

tax purposes, accrued increases or decreases

in the value of assets are generally not

included in income until any gain or loss is

realized by a sale or exchange.

[A4] There have been attempts to create micro-

data files that include approximations of

economic income. Tax return data files

have been "statistically merged", i.e.,

merged with information for persons having

similar characteristics, with other files such

as the Current Population Survey (CPS) of

the Bureau of the Census. After the merge,

certain additional data items that were not

on either file have been "imputed" to each

record of the merged file. Although such

statistically merged files have proven useful

for many purposes, they have only limited

use—and must be used with great

caution—for high-income individuals and

families, each of which is likely to have

more nearly unique financial and income

characteristics that are not likely to be

duplicated accurately through imputations

or statistical merges.

[A5] The tax preferences (obtained from Form

6251, Alternative Minimum Tax
Computation) excluded from adjusted gross

income, tabulated in Tables 5 and 6,

include the following items: the excess of

accelerated depreciation over straight-line

depreciation on certain real property and

property subject to a lease (for property

placed in service before 1987); the excess

of rapid amortization allowable on certain

capital expenditures (such as pollution

control facilities) over depreciation

otherwise allowable; the appreciated portion

of the value of property contributed to

charitable organizations; the excess of

percentage depletion over the "adjusted

basis" of the property; unrealized gain on

the exercise of stock options; and certain

intangible drilling costs to the extent that

they exceeded the otherwise allowable

amortization deductions. Preferences from

itemized deductions did not represent

omitted income; hence, they were not

counted as preference items in calculating a

broader measure of income. The preference

from tax-exempt interest from certain

private activity bonds was not included

since the interest for all tax-exempt State

and local Government bonds was

considered as omitted income.

[A6] Omission of nontaxable social security

benefits which are not shown on tax returns

and certain other items is relatively

unimportant for high-income taxpayers.

[A7] Some income deferrals and accelerated

expense deductions may also be involved in

income or losses from rental property,

from royalties, from partnerships, and

from certain small business corporations,

only the net amounts of which are included

in adjusted gross income.

[A8] For the sake of brevity, "investment interest

to the extent that it does not exceed

investment income" is called "investment

interest." "Investment interest in excess of

investment income" is called "excess

investment interest."

[A9] See footnote [A5].

[A 10] Beginning in 1987, taxpayers were

required to report on their Federal income

tax returns the amount of their tax-exempt
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interest income from State and local

Government bonds. However, such

interest income generally was not taxable.

[All] Because of the inclusion starting in 1988

of tax-exempt State and local Government

bond interest in the calculation of

"expanded income," this income concept

may not be strictly comparable to

"expanded income" calculated for years

prior to 1987. The subtraction of

unreimbursed employee business expense,

nondeductible rental loss, and the moving

expense deduction is to make the concept

of expanded income comparable to years

prior to 1987. Because of the inclusion of

nontaxable social security benefits for

1988, the income concept for 1988 is not

strictly comparable to expanded income

calculated for 1987.

[A 12] The borderline between excess and non-

excess investment interest depends on the

income items actually included under each

income concept. Hence, the size of the

investment interest adjustment differs

depending on which income concept is

used.

Appendix B

Measurement of Taxes

This Appendix discusses the proper

measurement of income tax burdens. First, two

different treatments of the foreign tax credit are

explained: as a tax on income; or as an item of

tax preference. Second, the concept of an

implicit tax on tax preference income is discussed.

Third, the Appendix includes an outline of the

methodology used in the tabulations of 1988 tax

return data to equate the importance of tax credits

with exclusions and deductions from the income

base subject to tax. Finally, certain limitations in

the underlying tax return data are summarized.

Foreign Tax Credits: Worldwide Taxes on

Worldwide Income

Just as income must be measured properly, so

must income taxes.

U.S. income taxes are based on worldwide

income. Thus, U.S. citizens and residents

generally must include income on their U.S.

income tax returns regardless of whether it has

been generated in the United States or in a foreign

country. However, when a taxpayer has foreign

source income, the U.S. income tax computed on

global income often may be reduced

dollar-for-dollar by the amount of foreign income

tax that has been paid on that foreign income.

These offsets for foreign income taxes are called

"foreign tax credits" [Blj.

Statistics of Income (SOI) data collected as a

by-product of tax administration include global

income as reported on U.S. income tax returns.

The SOI data, however, usually include as taxes

only U.S. income taxes net of the foreign tax

credits that represent offsets for foreign income

tax payments. For taxpayers with income from

foreign sources, this procedure understates

worldwide tax liabilities and effective tax rates.

Since worldwide income is reported on U.S. tax

returns, a more accurate measure of the tax

burden imposed on that income would be obtained

if all income taxes—U.S. as well as foreign—were

considered. Analysis indicates that a substantial

portion of the so-called non-taxable, high-income

tax returns report that large shares of their income

are from non-U. S. sources and that substantial

amounts of foreign income taxes have been paid

on that income. Thus, it does not seem

appropriate to classify such taxpayers as

nontaxable or to classify foreign tax credits as

special tax benefits [B2].

In order to present a more realistic picture of

the number of nontaxable, high-income tax

returns and the reasons they are nontaxable,

several tables in this Section have been prepared

by redefining income tax liability to consist of the

total amount of U.S. income taxes (income taxes

after credits plus the alternative minimum tax)

plus the amount of foreign tax credits. Because
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information on foreign tax liabilities is not readily

available in tabulations from U.S. income tax

returns, foreign tax credits as shown on U.S.

income tax returns are used as a proxy for foreign

tax liabilities. Where foreign tax rates exceed

U.S. rates, and in certain other instances, foreign

tax credits actually will be less than foreign tax

liabilities. In such cases, using foreign tax credits

as a proxy for foreign taxes understates global

income tax liability. In cases in which foreign tax

credits are for taxes paid on income from earlier

years, use of foreign tax credits may either

overstate or understate global taxes on the current

year's income.

The tables redefining tax liability to include

the foreign tax credit attempt to present an

approximation of the true worldwide income tax

burden on worldwide income. For the vast

majority of taxpayers—with high incomes or

otherwise—this adjustment is irrelevant, for they

have little or no foreign-source income.

However, for the small proportion of taxpayers

with substantial foreign income, this adjustment is

important. The policy implications of a person

with a very large amount of income not paying

U.S. income tax certainly would be different if

U.S. nontaxability were the result of the person's

living and working abroad and paying substantial

amounts of foreign taxes than if all income were

from U.S. sources and the person paid no income

tax either to the U.S. Government or to any other

government.

In order to be consistent with other SOI

tabulations, all tables showing nontaxability or the

amount of taxabil ity on the basis of worldwide tax

liability have been duplicated by other tables with

tax liability defined in the more traditional way

used for tax administration purposes: U.S. income

tax liability after subtracting the value of any

foreign tax credits. Tables 1, 3, 5, 7, 9, and 11

contain data with foreign tax credits treated as

items which reduce U.S. income tax liabilities.

Tables 2, 4, 6, 8, 10, and 12 include foreign tax

credits as part of the individual's income tax

liability.

Implicit Tax

Income from certain tax-preferred sources is

either not subject to any Federal individual

income tax or benefits from reduced tax rates or

the deferral of taxation, or both. To the extent

that the income from such sources has been

reduced because of the existence of tax

preferences, the stated tax on such income

understates the amount of tax effectively paid by

the recipient of that income. In addition to any

income tax actually paid, there is an "implicit tax"

equal to the amount by which the income from

that source has been reduced because of the tax

preferences. Thus, the benefit to the recipient of

tax-preferred income is less than the stated tax

preference to the extent that the gross income

from that source has been reduced in anticipation

of the tax preference. As a result, an individual

may be indifferent between a lower-yield,

nontaxable income source and a higher-yield

taxable source.

Tax-exempt income from State and local

Government bonds provides the clearest example

of an "implicit tax." Because of the tax

exemption, the interest rate on tax-exempt bonds

is generally lower than the interest rate on taxable

bonds with equivalent risk and maturity. The

yields between tax-exempt and taxable bonds

generally differ by an amount such that the yield

on the tax-exempt bonds will be about the same

or slightly more than the after-tax yield on an

equivalent taxable bond. In reality, the holders of

tax-exempt bonds are paying an "implicit tax"

which is equal to the spread between the interest

rates on the tax-free bond and the equivalent

taxable bond multiplied by the face value of the

bonds.

The main difference between implicit tax and

ordinary Federal income tax is the recipient of the

tax revenue. The general fund of the Federal

Government receives the ordinary Federal income

tax revenue whereas the implicit tax revenue is

usually divided between the payer and the

recipient of the tax-preferred income. The

government entity issuing a tax-exempt bond
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receives part of the implicit tax in the form of

reduced rates on interest paid on those bonds. For

other assets producing tax-preferred income, some

of the implicit tax is received by the seller of the

asset in the form of a higher price reflecting the

capitalized value of some of the stream of tax

benefits.

No attempts have been made in this Section to

measure implicit taxes. Accordingly, taxes paid

and tax rates have not been adjusted to reflect

implicit taxes on tax preference income.

Adjusting Income for Implicit Tax

It should also be noted that compared with

income from other sources, the gross income

from tax-preferred sources is understated by the

amount by which that income has been reduced

by the portion of the above-mentioned "implicit

tax" which benefits the recipient of the income.

In theory, when measuring income, it would be

appropriate to "gross up" the amount of

tax-preferred income received by the portion of

the implicit tax on that income which has actually

benefitted the recipient of the income. Since no

attempt has been made to measure implicit taxes

for this Section, incomes have not been increased

to reflect the value of implicit taxes.

Comparing Exclusions, Deductions, Tax

Credits, and Special Tax Computations

In order to compare the importance of various

exclusions, deductions, tax credits, and special tax

computations (such as the alternative minimum

tax on tax preferences), the different types of

items must be put on the same basis. One way of

doing so is to calculate the size of the deduction

that would reduce (or increase) income tax by the

same amount as a tax credit. This amount is

called the "deduction equivalent" of the tax credit.

The deduction equivalent of a tax credit or a

special tax computation is the difference between

the taxable income that, using ordinary tax rate

schedules, would yield the actual tax before the

provision in question is considered and the actual

tax after the provision. For example, the

"deduction equivalent of all tax credits" is equal

to the difference between "taxable income which

would yield tax before credits" and "taxable

income which would yield tax after credits."

Using this method of equating the value of

deductions, exclusions, credits, and special tax

computations, the order in which the various

credits and special tax computations are calculated

may affect the value of their deduction

equivalents. Because the tax rate schedules are

progressive with successive increments to income

taxed at successively higher tax rates, the

deduction equivalent of the credit converted last to

a deduction equivalent will be larger (for the same

amount of a credit) than the item converted first,

unless all relevant taxable income amounts are

within a single tax rate bracket.

The deduction equivalents of tax credits

shown in the accompanying tables were computed

by assuming that deductions and exclusions

reduced taxes before tax credits. As a result, the

deduction equivalent of tax credits is biased

upwards.

Share of Income Subject to Tax

The total impact of various deductions,

exclusions, tax credits, and special tax

computations can be measured only if the

aggregate value of all, or groups, of these items

in reducing, or increasing, income taxes is put on

a comparable basis. Two often-used measures of

the value of deductions and exclusions are (1) the

share of income that has been excluded from tax

and (2) the share of income that remains subject

to tax. The latter measure can also include the

impact of tax credits and special tax computations

if the deduction equivalent of these items is added

to taxable income defined in the ordinary manner.

Doing so yields what the tables accompanying this

Section call "taxable income which would yield

income tax before credits," "taxable income
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which would yield income tax after credits," and

"taxable income which would yield total income

tax." These measures could be computed directly

from taxable income and from the deduction

equivalents of the appropriate items. However,

these measures have been computed by using the

tax rate schedules to calculate the amounts of

taxable income that would have been necessary

(when subject to tax under the appropriate,

ordinary tax rate schedule) to yield the given

amounts of tax.

disagreement about the proper interpretation of

tax laws.

The fact that the data have been drawn from

unaudited returns is of even greater importance

for those high-income returns that are nontaxable.

Almost any audit changes would make such

returns taxable. Even where the tax consequences

were minor, such returns would be reclassified

from nontaxable to taxable, thereby changing the

counts of nontaxable returns.

Unaudited Data

Tax return data used in the Statistics of

Income program have been tabulated as they have

been reported on tax returns filed with the

Internal Revenue Service. Certain, obvious

arithmetic errors have been corrected, and certain

adjustments have been made to achieve consistent

statistical definitions. Otherwise, the data have

not been altered. In particular, the data do not

reflect any changes that may have been made or

that may be made in the future as a result of IRS

audits. While this is true of data throughout the

entire SOI program, it is of particular relevance

for high-income tax returns. Because of the

greater complexity of these returns, there is a

higher probability of error and more scope for

Note to Appendix B

[Bl] Certain amounts of income earned abroad

are excluded from adjusted gross income by

statute. Any foreign taxes paid on such

income are not creditable against U.S.

income taxes. The tables in this Section do

not reflect either such excluded income or

any foreign tax payments on it.

[B2] Beginning with 1987, the number of high-

income returns whose non-taxability may be

attributed to foreign tax credits has been

reduced substantially. The reduction

appears to be attributable to changes in the

foreign tax credit provisions of the

Alternative Minimum Tax.
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Table 1—Returns With and Without Total Income Tax: Number of Returns Classified by Size of Income Under

Alternative Concepts'
(All tiguies are eslimates based on samples)

Size of income under alternative concepis

Total

Size of expanded income
Under $50,000

$50,000 under $100,000

$100,000 under $200,000

$200,000 or more

Returns With Total Income Tax

Total

Size of expanded Income
Under $50,000

$50,000 under $100,000

$100,000 under $200,000

$200,000 or more

Returns Without Total Income Tax

Total

Size of expanded income
Under $50,000

$50,000 under $100,000

$100,000 under $200,000

$200,000 or more

109,708,280

95,725,610

11.457,821

1,787,190

737,659

89.233.017

75,265,432

11,445,512

1,784,812

737,261

20.475,262

20,460,178

12,310

2,377

397

t Data deleted to avoid disclosure ot intormation tor specific taxpayers Deleted data are included m the appropriate totals

' Returns wiiri total income tax includes returns with income tax which is totally offset by the earned income credit

NOTE Detail may not add to total because of rounding

Size of adjusted gross income

Under

$50,000

95,780,115

95.263,467

510,391

6,044

224

75,316,843

74,807.671

504.345

4,690

136

20,463,272

20.455,786

6,046

1.364

87

$50,000 under

$100,000

11,424,561

458,608

10,835,956

129.403

695

454.917

10.830.636

t

t

9.013

3.691

5.319

t

t

$100,000 under

$200,000

1.778,258

2.704

110.250

1.625.501

39.804

2.341

109.379

t

t

363
871

t

t

$200,000
or more

842

1.225

26.242

697.036

503
1.151

26.134

696,735

339
74

Table 2—Returns With and Without Modified Total Income Tax: Number of Returns Classified by Size of Income
Under Alternative Concepts'
(All figures are estimates based on samples)
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Table 3—Returns With and Without Total Income Tax and With Income $200,000 or More Under Alternative Concepts:
Distribution of Returns by Ratio of Taxable Income to Specified Alternative Income
{All figures are estimates based ori samples)
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Table 5—Returns With and Without Total Income Tax and With Income $200,000 or More Under Alternative Concepts:
Income, Deductions, Credits and Tax, Classified by Tax Status
(AN figures are estimates based on samples—money amounts are
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Table 5—Returns Witti and Without Total Income Tax and With Income $200,000 or More Under Alternative Concepts:
Income, Deductions, Credits and Tax, Classified by Tax Status—Continued
(All figures are estimates based on samples— money amounts are
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Table 6—Returns Witti and Without Modified Total Income Tax and With Income $200,000 or More Under Alternative

Concepts: Income, Deductions, Credits and Tax, Classified by Tax Status

(All figures are estimates based on samples—money amounts ace
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Table 6—Returns With and Without Modified Total Income Tax and With Income $200,000 or More Under Alternative
Concepts: income, Deductions, Credits and Tax, Classified by Tax Status—Continued
(All figures are estimates based on samples— money amounts are
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Table 7—Returns With and Without Total Income Tax and With Income $200,000 or More Under Alternative Concepts:
Number of Returns and Percentages Classified by Item With Largest Tax Effect and by Item With Second Largest Tax
Effect

(All figures are estimates based on samples)
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Table 7—Returns With and Without Total Income Tax and With Income $200,000 or More Under Alternative Concepts:
Number of Returns and Percentages Classified by Item With Largest Tax Effect and by Item With Second Largest Tax
Effect—Continued
(All figures are estimates based on samples)



Individual Returns/1988 87

Table 8—Returns With and Without Modified Total Income Tax and With Income $200,000 or More Under Alternative

Concepts: Number of Returns and Percentages Classified by Item With Largest Tax Effect and by Item With Second
Largest Tax Effect

(All ligures are estimates based on samples)

Hem with second largest tax ettect

Returns With Modified Total
Income Tax

Returns with adjusted gross income
S200,000 or more

Total

Interest paid deduction

Taxes paid deduction

Contntjutions deduction

Medical and dental expense deduction

Net casually o( thett loss deduction

Total miscellaneous deduction

Foreign tax credit

Business credit

All ottier tax credits

Parlnerstiip and S Corporation

net losses

No second largest item

Returns with expanded income
$200,000 or more

Total

Interest paid deduction

Taxes paid deduction

Contributions deduction

Medical and dental expense deduction

Net casualty or Itieft loss deduction

Total miscellaneous deduction

Foreign tax credit

Business credit

All ottier tax credits

Partnership and S Corporation

net losses

No second largest item

Returns Without Modified Total
Income Tax

Returns with adjusted gross income
$200,000 or more

Total

Interest paid deduction

Taxes paid deduction

Contributions deduction

Medical and dental expense deduction

Net casualty or thett loss deduction

Total miscellaneous deduction

Foreign lax credit

Business credit

All other tax credits

Partnership and S Corporation

net losses

No second largest item

Numtier ol

returns

Returns with expanded income
$200,000 or more

Total

Interest paid deduction

Taxes paid deduction

Contributions deduction

fvledical and dental expense deduction

Net casualty or thett loss deduction

Total miscellaneous deduction

Foreign tax credit

Business credit

All other tax credits

Partnership and S Corporation

net losses

No second largest item

Footnote(s) at end ol taoie

708,327

224,862
236,454

160,405

t

t
18,556

5,036

4,748

49,243
7.120

716,369

205,934
223.724

195,624

3,029

15.272

5,110

5,894

50,941

10,841

156

136
110

7

243
16

46
69
42
7

18

72

Percent

ol total

100.0

31 7

33 4

22 6

t

t
26

07
07

70
1

100.0

28 7

31 2

27 3
04

07
08

7 1

1 5

21 3

186
150

1

75

t

t

33 2

22

100.0

160
24

146
24

94

63
25 1

Item with the largest tax ettect

Interest paid deduction

Number ol

returns

213,035

159,131

28,495

t

t

5,000

t

1,462

16,434

774

128,960
22,115

t

1,353

t
1,341

10,587

t

118

86

t

43

t

30
14

Percent

ol total

74 7

134
t

t

23

t
07

77
04

77 7

133
t

64
t

23 9

174

t

87

t

48
08

54 5

25 5

9 1

t

Taxes paid deduction

Number ol

returns

352,466

183,260

124.505

916

10,033

2,327

1,788

27.250

2.388

392,152

175.781

163.225
1.570

2,732

2,199

32,531

3,989

Percent

ol total

49.8

52

353
03

07
05

77
07

54.7

44 8

41 6
04

07
06

83
1

Contributions deduction

Numtier ol

returns

2.8

t

58,170

13.075

38.521

204

1.796

t
265

3,735

t

69,105

10,122

49,149

524

290

5,576

588

Percent

ol total

22 5

662

04

3 1

t

04

64
t

146
71 1

1 1

3 1

08
04

Medical and dental expense
deduction

Number of

returns

31

172

103

t

t

27 6

3,347

705

1.549

132

3,936

704

2,159

132

Percent

ol total

0.5

21 1

46 3

39

0.5

17 9
54.9

3.4

3.8

179

t
39 3

t

t
393
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Table 8—Returns With and Without Modified Total Income Tax and With Income $200,000 or More Under Alternative
Concepts: Number of Returns and Percentages Classified by Item With Largest Tax Effect and by Item With Second
Largest Tax Effect—Continued
(All figures are estimates based on samples)
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Table 9—Returns Without Total Income Tax and With Income $200,000 or More Under Alternative Concepts: Itemized

Deductions as a Percentage of Income
(All figures are estimates based on samples)
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Table 10—Returns Without Modified Total Income Tax and With Income $200,000 or More Under Alternative Concepts:
Itemized Deductions as a Percentage of Income
(All figures are estimates based on samples)
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Table 11—Returns With and Without Total Income Tax: Number of Returns and Percentages Classified by Effective

Tax Rate and by Size of Income Under Alternative Concepts'
(All figures are estimates based on samples)
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Table 12—Returns With and Without Modified Total Income Tax: Number of Returns and Percentages Classified by
Effective Tax Rate and by Size of Income Under Alternative Concepts'
(Ail figures are estimates based on samples)



Section 5 Explanation of Terms

The explanation of terms is designed to aid

the user in interpreting the statistical content of

this report and should not be construed as

interpretations of the Internal Revenue Code or

related regulations, procedures, or policies.

The definitions and explanations in this

section relate to column or stub titles used in one

or more tables in this report. They provide

background or limitations to such titles and are

necessary to interpret the statistical tables to

which they relate. For each of these titles, the

line number of the tax form on which it is

reported appears after the title. Definitions

marked with the symbol # have been revised

for 1988 to reflect changes in the law.

The terms used in Section 4 differ

substantially from those applicable to the

remainder of the report and are defined separately

in that section. Section 6, 1988 Forms and

Instructions, provides further information about

many of the items in this report.

Net income derived from a business,

profession, or farm;

Net gains from the sale of property;

Interest, rents, and royalties;

Dividends and capital gains

distributions;

Alimony and separate maintenance

payments;

Annuities, pensions, and individual

retirement arrangement (IRA)

distributions;

Distributive share of partnership

income;

Income from an estate or trust;

Bartering income;

Amounts received that were claimed as

a deduction or credit in a prior year;

Gambling winnings;

Prizes and awards;

Some social security payments; and

All unemployment compensation.

Adjusted Gross Income Less Deficit #

(line 31, Form 1040)

Some reported income is fully or partially

excluded from "Total Income" (line 23, Form

1040). Following is a list of such items:

Income that had to be reported for the

calculation of total income (line 23, Form 1040)

and of adjusted gross income included the

following:

Compensation for services, including

wages, salaries, fees, commissions,

tips, fringe benefits, and similar items;

Exclusion of the cost basis of pension,

annuity, or IRA payments or

distributions;

Tax-exempt interest;

Limited exclusion of social security

benefits and railroad retirement

benefits;

Limited exclusion of qualified foreign

earned income; and

93
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One-time exclusion of part or all of

the gain from sale of principal

residence by individuals who are 55

years of age or older.

From Total Income (line 23 on Form 1040)

the following statutory adjustments (lines 24

through 29 on Form 1040) are subtracted to

arrive at Adjusted Gross Income (line 31); a

Deficit occurs if the allowable exclusions and

deductions exceed gross income:

Reimbursed employee business

expenses that were included in

reported income;

Contributions to self-employed

retirement plans (Keogh or simplified

employee pension (SEP)) and to

individual retirement arrangements

(IRAs) by eligible persons;

Forfeited interest penalties incurred by

persons who made premature

withdrawals of funds from time

savings accounts;

Alimony payments;

Self-employed health insurance

deduction;

Forestation or reforestation expenses;

Foreign housing exclusion;

Repayments of supplemental

unemployment compensation; and

Certain expenses of qualified

performing artists.

Adjustments

See "Statutory Adjustments."

Advance Earned Income Credit Payments

(included in the total on line 53, Form 1040)

Taxpayers who believed they would be

eligible for the earned income credit at the end of

the year could receive the credit from their

employers as an additional payment in their

paychecks during the year. Those payments were

then shown on the tax return (line 53 total on

Form 1040) where they became either an increase

to the balance due or a reduction of the

overpayment. (See also "All Other Taxes.")

Alimony

(lines 11,29, Form 1040)

Payments received as alimony or separate

maintenance were income to the person receiving

them and a deduction (an adjustment to gross

income) for the person paying them.

All Other Taxes

(lines 48, 50, 51, 52, Form 1040)

For the statistics, this amount represents the

sum of the self-employment tax, tax from the

recapture of the investment credit and the low

income housing credit, social security taxes on tip

income, any penalty taxes on individual retirement

arrangements (IRA's) or other qualified retirement

plans, and other unspecified taxes which included

uncollected tax on tips, excess "golden parachute"

payments, and section 72 penalty taxes. This was

in contrast to the "other taxes" portion of the

Form 1040 itself, which was composed of the

taxes listed above plus the alternative minimum

tax and the advance earned income credit

payments received. Alternative minimum tax is

tabulated in this report as part of "total income

tax" and is one of the criteria for determining the

taxable or nontaxable classification of a return.

Advance earned income credit payments are

shown as a separate item in computing total tax

liability, balance due, or refund. (See also

"Taxable and Nontaxable Returns" and "Total

Income Tax".)
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All Other Taxpayments
Oines 57-60, Form 1040)

"All other taxpayments" included the tax paid

with requests for a filing extension, excess social

security or railroad retirement taxes, credit for tax

on gasoline and special fuels, and the credit for

tax paid on undistributed capital gains by a

regulated investment company.

Alternative Minimum Tax
(line 49, Form 1040)

The alternative minimum tax was levied on

benefits received in the form of deductions and

exclusions which reduced an individual's regular

effective tax rate. These benefits are known as

"alternative minimum tax preferences and

adjustments" because they result from the

preferential treatment that the tax law gives to

particular income and expense items.

Alternative minimum taxable income (line 8,

Form 6251) was defined as taxable income with

certain adjustments plus the amount of tax

preference items. Alternative minimum taxable

income was then reduced by an exemption amount

determined by filing status and income. If the

return was filed jointly by a married couple or a

surviving spouse, the maximum amount was

$40,000. The maximum amount for single or

head of household taxpayers was $30,000, and for

married couples filing separately, $20,000.

If there was an amount remaining after

subtracting the exemption, it was multiplied by

the alternative minimum tax rate of 21 percent

and then reduced by the recalculated alternative

minimum tax foreign tax credit. This amount was
then reduced by the regular income tax before

credits (line 38, Form 1040) minus the regular

foreign tax credit, line 43, Form 1040) to arrive

at the alternative minimum tax.

Business or Profession Net Income or Loss

(line 12, Form 1040)

This source of income was reported by
individuals who were sole proprietors of a

nonfarm business, including self-employed

members of a profession.

If two or more sole proprietorships were
operated by the same taxpayer(s), the single

amount of net income or loss included in adjusted

gross income represented the combined net

income and loss from all sole proprietorships.

The proprietor was required to exclude investment

income from business profits and to include it,

instead, with the various types of investment

income for which separate provision was made on

the individual income tax return.

Business costs and expenses were deductible

from gross receipts or gross sales in arriving at

net profit or loss. Compensation of the proprietor

was taxable income and, therefore, not allowed as

a business deduction in computing net income.

The deduction of net operating losses from other

years was not considered a business expense, but

was offset, instead, against "other income" on the

proprietor's income tax return.

Information on sole proprietorships, business

receipts, and expenditures can be found in the

annual summer issue of the Statistics of Income

Bulletin.

Capital Assets

See "Sales of Capital Assets Net Gain or

Loss."

Capital Gain Distributions Reported on Form
1040 (line 14, Form 1040)

These distributions included long-term capital

gains either credited or distributed to individual

taxpayers by regulated investment companies,

mutual funds, and real estate investment trusts.

Usually, taxpayers reported capital gains

distributions on Schedule D (Capital Gains and

Losses), but they could enter the distributions

directly on line 14 of Form 1040 if they had no

other gains or losses to report on Schedule D.

Capital Gains and Losses

See "Sales of Capital Assets Net Gain or

Loss."
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Casualty and Theft Loss, Nonbusiness

Oine 18, Schedule A)

Nonbusiness casualty and theft losses were

deductible from adjusted gross income to the

extent that the nonreimbursable net loss for each

such casualty or theft exceeded $100, and the

combined amount for all net losses during the

year exceeded 10 percent of adjusted gross

income. Beginning with 1987 a deduction for a

casualty or theft loss covered by insurance could

not be claimed unless a timely insurance claim for

reimbursement was made.

Child Care Credit

(line 41, Form 1040)

This credit could be claimed by taxpayers

who, while employed, incurred expenses for the

care of dependent children under age 15 or

disabled dependents. Qualifying expenses

included those for services performed within the

home by nondependent babysitters, maids, or

cooks. Expenditures paid for the care of children

under the age of 15 or any other qualified

individuals for out-of-home non-institutional care

qualified for the child care credit.

The maximum amount of employment-related

expenses to which the credit could be applied was

the lesser of earned income or $2,400 if one

qualifying child or dependent was involved and

the lesser of earned income or $4,800 if more

than one dependent was involved. The credit was

equal to 30 percent of expenses related to

employment for taxpayers with adjusted gross

income of $10,000 or less. The credit was

reduced by one percentage point for each $2,000

increment of adjusted gross income in excess of

$10,000 up to $28,000. The credit remained at

20 percent of expenses for individuals with

adjusted gross income of $28,000 or more.

The amount of the credit which could be

claimed was limited to income tax before credits,

and any excess was not refundable.

Contributions Deduction

Oine 17, Schedule A)

Taxpayers could deduct contributions to

organizations that were religious, charitable,

educational, scientific, or literary in purpose.

Contributions could be in cash, property, or

out-of-pocket expenses that a taxpayer paid to do

volunteer work for a qualified organization.

Contributions were allowed only as an itemized

deduction on Schedule A.

Credit for Federal Tax on Gasoline and Special

Fuels (line 59, Form 1040)

This was a credit (claimed on Form 4136)

allowed for Federal excise taxes paid on gasoline

and special fuels, such as gasohol and diesel fuel,

if they were used in a trade or business. The
excise taxes could be applied as a credit to reduce

unpaid total tax liability or they could be

refunded. A one-time credit (or refund) was

allowed to the original purchaser of a new,

qualified diesel-powered highway vehicle after

January 1, 1985.

Credit for the Elderly and Disabled (line 42,

Form 1040)

A credit (claimed on Schedule R) for the

elderly and permanently and totally disabled was

available to taxpayers age 65 or older (within

certain income limitations) and to those taxpayers

under age 65, retired with a permanent and total

disability who had received taxable income from

a public or private employer because of that

disability. An individual was considered

permanently and totally disabled if he or she was

medically determined to be "unable to engage in

any substantial gainftil activity because of a

physical or mental impairment which could result

in death or last 12 continuous months or more."

Generally, if a taxpayer's income was high

enough to require the reporting of social security
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benefits as taxable income, the taxpayer could not

take the credit. The maximum credit available

was $1,125 and was limited to total income tax

with any excess not refundable.

Credit from Regulated Investment Companies

(line 60, Form 1040)

Taxpayers were required to include in gross

income any amounts which were allocated to them

as undistributed capital gains of regulated

investment companies. If investment companies

paid tax on the capital gain, taxpayers were

entitled to claim a refundable credit for their

proportionate share of the tax paid.

Credit to 1989 Estimated Tax
(line 64, Form 1040)

This credit was the part of the overpayment

of 1988 tax which taxpayers specifically requested

to be credited to their estimated tax for 1989.

(See also "Overpayment" and "Estimated Tax

Payments.")

Earned Income Credit #

(line 56, Form 1040)

This was a credit available to low-income

workers who had a child living with them for

more than half the year and had earned income

with both earned income and adjusted gross

income less than $18,576. The credit was based

on earned income, consisting of wages, salaries,

and other employee compensation, plus net

earnings from self- employment. Taxpayers could

not take the credit if their filing status was single

or married filing separately, or they claimed the

foreign income exclusion.

The maximum credit for 1988 was $874, and

the amount not used to offset income tax liability

could be refunded. For this report, the earned

income credit was divided into three parts: the

amount used to offset income tax before credits

(limited to the amount needed to reduce income

tax after credits to zero); the amount used to

offset all other taxes (limited to the amount

needed to reduce total tax liability to zero); and

the refundable portion. (See also "Advance

Earned Income Credit Payments.")

Dividends

(line 9, Form 1040)

Dividend income consisted of distributions of

money, stock, or other property received by

taxpayers from domestic and foreign corporations,

either received directly or passed through estates,

trusts, or partnerships. Dividends also included

distributions from money market mutual funds.

Dividends did not include nontaxable

distributions of stock or stock rights, returns of

capital, capital gain, or liquidation distributions.

Taxpayers were also instructed to exclude

so-called dividends on deposits or withdrawable

accounts in mutual savings banks, cooperative

banks, savings and loan associations, and credit

unions, which were to be treated as interest

income.

Employee Business Expenses

(line 24, Form 1040 for reimbursed expenses)

(line 20, Schedule A for unreimbursed expenses)

Beginning with 1987, only reimbursed

business expenses that were included in income

could be deducted by an employee as an

"adjustment" to adjusted gross income.

Unreimbursed employee business expenses were

allowed only as a "miscellaneous itemized

deduction" on Schedule A, limited, along with

other miscellaneous itemized deductions, to the

amount that exceeded 2 percent of adjusted gross

income. Employee business expenses included

the cost of transportation, meals, lodging, and

entertainment while away from home in the

performance of services as an employee. Only 80

percent of business-related meal and entertainment

expenses were eligible for deduction.
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If employees accounted for deductible

expenses to their employers, they were not

required to report the reimbursement in income

unless the amount of reimbursement exceeded

expenses.

any overpayment from the taxpayer's 1987 return

that was applied to 1988 estimated tax.

Individuals were required to make estimated tax

payments if their estimated tax for the year

exceeded $500, or exceeded their withholding by

$500.

Estate or Trust Net Income or Loss

(line 37, Schedule E, Part III)

This was the beneficiary's share of fiduciary

income (with the exception of the items described

below which were reported separately) from any

estate or trust. Income from estates or trusts

included amounts required to be distributed,

amounts credited to beneficiaries' accounts from

current-year fiduciary income (whether or not

actually received), and any other amounts which

were properly paid, credited, or required to be

distributed for that year.

Taxpayers excluded from estate or trust

income their share of dividends and gains or

losses from sales of capital assets and other

property. Such income (which made up the

largest portion of income from estates or trusts)

was included on the tax return on the separate

lines provided for these income types and was not

separately identified for the statistics. A loss

from an estate or trust was allocated to the

beneficiary only upon settlement or termination of

an estate or trust and was limited by the "passive

loss" rules.

For the tables, if a return showed net income

from one estate or trust, and a net loss from

another, that return was tabulated in both the

"total income" and "total loss" columns. The
columns labeled "net income" and "net loss"

represent the sum of all income and losses

reported from all estates or trusts, i.e., the net

amount computed on a return-by-return basis.

Estimated Tax Payments

(line 55, Form 1040)

This figure represented the total of the tax

payments made for 1988 using Form 1040ES and

Excess Social Security Taxes Withheld

(line 58, Form 1040)

If taxpayers received more than $45,000

($33,600 for railroad employees) from two or

more employers in 1988, too much social security

(FICA) or Railroad Retirement Act (RRTA) tax

may have been withheld from their wages. The

excess social security tax withheld could be taken

as a credit toward payment of the taxpayer's

income tax. In the case of a joint return, the

credit was computed separately for each taxpayer.

Exemptions #

(lines 6, 36, Form 1040)

In the computation of taxable income, a

$1,950 deduction was allowed for each exemption

claimed. In general, an exemption was allowed

for each of the taxpayers and dependents shown

on a return. Dependents filing a separate return

who could be claimed as a dependent by another

taxpayer were not allowed to claim their own
exemption.

In general, an individual qualified as a

dependent if that person:

had gross income less than $ 1 ,950 (this

did not apply if the person was the

taxpayer's child and was either under

19 years old or a full-time student);

received more than half of his or her

support from the taxpayer;

was either related to the taxpayer (such

as a son, daughter, or parent) or a

member of the same household for the

whole year;
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did not file a joint return with his or

her spouse; and

met certain citizenship requirements.

Farm Net Income or Loss

Gine 19, Form 1040)

This source of income was reported by

individuals who were sole proprietors of a farm.

When there were two or more farms operated by

the same taxpayer, the single amount of profit or

loss included in adjusted gross income represented

the combined profit and loss from all farming

activities. Farm business costs and expenses were

deductible from farm gross business receipts in

arriving at farm net profit or loss.

Gains from certain sales of livestock and

crops that qualified for capital gains treatment

were excluded from farm net profit or loss and

included in capital gains. Farm rental income was

included in rent net income or loss. (See also

"Farm Rental Income or Loss.")

Farm Rental Income or Loss

(line 28, Schedule E)

Taxpayers were required to report farm

rental income and expenses separately from other

farm profit or loss if they:

received income that was based on

crops or livestock produced by the

tenant, and

did not manage or operate the farm to

any great extent.

Filing Status

See "Marital Filing Status."

Foreign Earned Income Exclusion

(line 22, Form 1040)

Qualified taxpayers could exclude from gross

income a certain amount of their foreign earned

income and employer-provided foreign housing

expenses if their home for tax purposes was in a

foreign country.

Qualified individuals were limited to the

lesser of a $70,000 exclusion or their total foreign

earned income. Also, they could elect to exclude

a portion of employer-provided foreign housing

expenses. If the taxpayer elected to take both the

foreign earned income and foreign housing

exclusions, the total amount of both exclusions

was limited to the taxpayer's total foreign earned

income.

In this report, the foreign earned income

exclusion includes the foreign housing exclusion.

Foreign Tax Credit

(line 43, Form 1040)

Individuals who paid income or excess profit

taxes to a foreign country or U.S. possession

could claim this credit either against Federal

income tax liability or as an itemized deduction.

Qualifying foreign taxes paid in excess of the

allowable amount for Tax Year 1988 could be

carried back 2 years and then forward 5 years.

Forfeited Interest Penalty Adjustment

(line 28, Form 1040)

Taxpayers who had paid penalties for the

premature withdrawal of funds from time savings

accounts or deposits could deduct those penalties

as an adjustment to gross income.

General Business Credit

(line 44, Form 1040)

The general business credit consisted of the

investment credit, jobs credit, alcohol fuel credit,

low-income housing credit, and the research

credit. Taxpayers claiming more than one of the

business credits were required to summarize them

on Form 3800, General Business Credit. The
general business credit was limited to 100 percent

of the first $25,0(X) of tax liability and 75 percent

of the excess over $25,000 ($12,500 for a

married couple filing separately). If the current

year general business credit exceeded the tax



100 Individual Returns/1988

liability limitation, the excess amount could be

carried back to the 3 preceding tax years, then

forward 15 years.

Home Mortgage Interest Deduction

See "Interest Paid Deduction."

Income Subject to Tax

See "Modified Taxable Income."

Income Tax After Credits

(line 47 less line 56 (earned income credit). Form
1040)

To arrive at income tax after credits,

taxpayers deducted total credits (line 46, Form

1040) from income tax before credits (line 40,

Form 1040). For the statistics, tax was then

further reduced by the portion of the earned

income credit which did not result in a negative

amount. This portion of the earned income credit

was included in the total credits as "earned

income credit used to offset income tax before

credits." Any tax remaining was tabulated as

"income tax after credits."

Income Tax Before Credits

(line 40, Form 1040)

This amount consisted of the tax liability

computed on "taxable income" using the tax

tables, tax rate schedules, or Form 8615 (line 38)

plus any additional taxes (line 39). (See also

"Tax Generated.")

Income Tax Withheld

(line 54, Form 1040)

Income tax withheld included amounts

deducted from salaries, wages, tips, as reported

on Form W-2, and from pensions, annuities, and

certain gambling winnings as reported on Forms
W-2P and W-2G. Amounts withheld from total

distributions of profit-sharing, retirement plans,

and individual retirement arrangements had

withholding reported on Form 1099-R.

In some cases, a backup withholding rate of

20 percent was required for interest, dividend,

and royalty payments, which, generally, were not

subject to withholding.

Individual Retirement Arrangement Deductible

Payments (line 25a and b. Form 1040)

An individual retirement arrangement (IRA)

was a savings program that allowed a taxpayer to

set aside money for retirement. Beginning in

1987, the deduction for IRA contributions was

reduced or eliminated for taxpayers who were

covered by an employer retirement plan and

whose adjusted gross income exceeded certain

levels. Nondeductible contributions were still

allowed.

Contributions to such a plan were limited to

the lesser of:

(1) an individual's compensation for the

year; or

(2) $2,000 ($2,250 if a nonworking

spousal IRA was included).

Such contributions could be deducted from

the employee's gross income in arriving at

adjusted gross income. Unless they were

disabled, taxpayers could not start withdrawing

funds from the account until they reached age

59-1/2. After age 70 1/2 taxpayers were required

to begin withdrawals. Penalty taxes were

assessed if the taxpayer failed to comply with

these limitations.

Individuals could also set up an IRA to

include a nonworking spouse who met certain

qualifying conditions. The total IRA deduction,

including both the taxpayer and nonworking

spouse, could not exceed $2,250. A spousal IRA
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deduction is tabulated in the statistics as

"secondary IRA payments."

To be deductible, payments to an IRA for a

particular taxable year must be made not later

than the due date of the individual's return for

that year.

Individual Retirement Arrangement Taxable

Distributions (line 16b, Form 1040)

Any money or property received from a

taxpayer's IRA account was considered a

distribution and, generally, had to be included in

the taxpayer's gross income in the year received.

An exception to this rule was tax-free "rollover"

distributions from one retirement account to

another.

Interest Paid Deduction #

(line 13, Schedule A)

Interest expenses, except for business or

investment, were divided into two categories:

personal interest and deductible home mortgage

interest. Personal interest included items such as

credit card interest, revolving charge account

interest, and interest on bank loans. Only 40

percent of personal interest was deductible for

1988, whereas 65 percent was deductible for

1987.

The rules for deducting home mortgage

interest changed for 1988. The new rules were:

(1) if a taxpayer took out a mortgage before

October 14, 1987, secured by the taxpayer's main

or second home, all the interest was deductible,

(2) if the taxpayer's mortgage was after October

13, 1987, and the funds were used to buy, build,

or improve that home, all interest could be

deducted if the total of all mortgages on the

property was $1 million or less, and (3) taxpayers

could deduct all of the interest on an additional

$100,000 of mortgages on their main or second

home other than to buy, build, or improve that

home.

Generally, the investment interest deduction

(interest paid on money borrowed that is allocable

to property held for investment) was fully

deductible up to the amount of net investment

income. Interest relating to business, royalty, and

rental income was deducted directly from these

items and was not reflected in the interest paid

statistics.

Interest Received

See "Taxable Interest/Received."

Interest, Tax-Exempt

See "Tax-Exempt Interest."

Itemized Deductions

See "Total Itemized Deductions" and specific

types.

Marginal Tax Rates

Different portions of taxable income are

taxed at different rates. The tax rate applied to

the last dollar of income is called the "marginal

tax rate" for that return. (See also "Tax

Generated.")

Marital Filing Status

(lines 1-5, Form 1040)

were:

The five marital filing status classifications

e:

(1) joint returns of husbands and wives;

(2) separate returns of husbands and wives

;

(3) returns of heads of households;

(4) returns of surviving spouses; and

(5) returns of single persons (not heads of

households or surviving spouses).
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Marital status was usually determined as of

the last day of the taxable year. If one spouse

died during the tax year, the other was considered

married for the entire year. If a taxpayer was

divorced during the tax year and did not remarry,

the taxpayer was considered to be unmarried for

the entire year.

Medical and Dental Expense Deduction

(lines 1-4, Schedule A)

Qualified medical expenses included

payments made for the diagnosis, treatment, or

prevention of disease. In general, medical and

dental expenses could be claimed as an itemized

deduction to the extent that they exceeded 7.5

percent of adjusted gross income. Amounts paid

for medicine and drugs were deductible only if

they were not available except by prescription or

were for insulin. Taxpayers could also deduct a

maximum of $50 per day for certain lodging

expenses incurred for medical care.

Minimum Tax Credit #

(line 45, Form 1040)

A minimum tax credit could be taken for

1988 by certain taxpayers who paid alternative

minimum taxes for 1987. The credit was that

part of the 1987 alternative minimum tax based

on adjustments or preference items that deferred

tax rather than caused permanent avoidance of

tax. If all of the minimum tax credit could not be

used for 1988, the excess could then be carried

forward to later years.

Miscellaneous Itemized Deductions

(lines 20-25, Schedule A)

Miscellaneous itemized deductions were

divided into two tiers. The first tier included

those expense items that were fully deductible

while expenses in the second tier were limited to

the amount that exceeded 2 percent of adjusted

gross income.

Deductible Miscellaneous Deductions—

Fully deductible expenses included such items as

gambling losses (limited to gains),

impairment-related work expenses for

handicapped people, and amortizable bond

premiums.

Limited Miscellaneous Deductions—

Unreimbursed employee business expenses and

those expenses of producing income were limited

to the amount that exceeded 2 percent of adjusted

gross income.

Modified Taxable Income #

"Modified taxable income" is the term used

to describe "income subject to tax," the actual

base on which tax is computed for the statistics in

Tables 3.4 and 3.5. For taxpayers filing current

year returns, modified taxable income is identical

to "taxable income" except for those upper

income taxpayers paying both average and

marginal tax rates of 28 percent. For these

taxpayers the deduction for personal exemptions

was phased out and their "income subject to tax"

became taxable income plus some or all of the

exemption amount.

For prior year returns included in the 1988

statistics, a modified taxable income was

computed. This was calculated by using the tax

rate schedule to impute a hypothetical taxable

income amount necessary to yield the given

amount of tax reported.

Moving Expense Deduction

(line 19, Schedule A)

An employee who had to move to a new

residence as a result of changing jobs could claim

certain expenses for moving and house hunting as

an itemized deduction. For employees to qualify

for this deduction, the new job location had to be

at least 35 miles farther from the former residence

than the old job was. Deductible expenses

included those incurred from moving household
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and personal goods as well as travel, meals, and

lodging of the taxpayer and household members

en route to the new residence.

Nondeductible Passive Losses #

(calculated on Form 8582)

See Changes in Law section.

Overpayment

Oine 62, Form 1040)

An overpayment of tax occurred when the

"taxpayments" exceeded "total tax liability,"

including the amount of any "refundable portion

of the earned income credit." Overpayments could

be refunded or credited toward the estimated tax

for the following year. (See also "Credit to 1989

Estimated Tax" and "Refund.")

Nontaxable Returns

See "Taxable and Nontaxable Returns."

Other Adjustments #

(included in line 30, Form 1040)

See "Statutory Adjustments."

Other Income

(line 22, Form 1040)

Included here were such items as prizes,

awards, sweepstakes winnings, gambling

winnings, recoveries of bad debts, insurance

received as reimbursement for medical expenses

taken as a deduction in a previous year, and any

other income subject to tax for which there was

no specific line provided on the return form. Any
"net operating loss" in an earlier year that was

carried forward and deducted for 1988 was

entered as a negative amount on this line.

Other Tax Credits

(included in line 46, Form 1040)

"Other tax credits" is a residual category in

the statistics and does not relate to a line item on

a tax form. It included the "credit for fuel from

a nonconventional source" and any other

miscellaneous credits that did not belong in any

other category and were used to offset income tax

before credits.

Overpayment of Windfall Profit Tax
(included in line 61)

A "windfall profit" excise tax was imposed

on producers of crude oil, but the tax was

withheld and reported by the first purchaser of

such oil. If too much tax was withheld in the

course of the year, the producer could claim a

refund on his or her income tax return.

The excess payment was entered in the

margin of the tax payments section of the Form
1040.

Partnership and S Corporation Net Income or

Loss (lines 31, 32, Schedule E)

Since partnerships and S corporations

(formerly Subchapter S corporations) are not

taxable entities, their net profit or loss was taxed,

in general, directly to the members of the

partnership or shareholders in the S corporation.

The profit or loss shown in the statistics was the

taxpayer's share of the ordinary gain or loss of

the enterprise and certain payments made to the

taxpayer for the use of capital or as a salary. Net

long-term capital gain retained its character in the

hands of the partners or stockholders and was

included in the statistics for net gain or loss from

sales of capital assets.

If a return showed net income from one

partnership or S corporation and a net loss from

another, the two were added together and the

return was tabulated by the net amount of income

or loss in the appropriate column. Beginning in

1987, net income and net loss were reported
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separately for passive and non-passive partnership

and S corporation activities. Passive losses were

limited under the new rules to the amount that

could be offset by passive income.

retirement arrangement in excess of the legal

limitation for the year (the lesser of $2,000 or the

taxpayer's compensation for the year) were

subject to an excise tax equal to 6 percent of the

excess contribution.

Payment with Request for Extension of Filing

Time (line 57, Form 1040)

This payment was made when the taxpayer

filed Form 4868, Application for Automatic

Extension of Time to File U.S. Individual Income

Tax Return or Form 2688, Application for

Additional Extension of Time to File. The

extension gained the taxpayer an additional period

of time to file a tax return, but it did not extend

the time for payment of expected tax. Full

payment of any tax due had to be made with the

application for extension.

Payments to a Keogh Plan

(line 27, Form 1040)

Self-employed individuals were allowed to

contribute to a Keogh retirement plan or a

"simplified employment pension" (SEP) plan for

themselves and to deduct all or a part of such

contributions in computing adjusted gross income.

The amount which could be deducted was based

on net earnings from self-employment.

Penalty Tax on Individual Retirement

Arrangements (line 52, Form 1040)

If taxpayers withdrew any funds from an

Individual Retirement Arrangement or qualified

retirement plan before they were either age 59-1/2

or disabled, they were subject to a penalty tax

equal to 10 percent of the premature distribution.

Any taxpayer who failed to withdraw the

minimum required distribution after reaching age

70-1/2 had to pay a 50-percent excise tax on the

excess accumulation. Contributions to the

Pensions and Annuities

(lines 17a, 17b, Form 1040)

Generally, pensions are periodic income

received after retirement for past services with an

employer, while annuities are income payable at

stated intervals after payment of a specific

premium. A taxpayer could acquire a pension or

annuity either by purchase from a commercial

organization (usually life insurance, endowment,

or annuity contracts) or under a plan or contract

connected with the taxpayer's employment.

Those pensions or annuities obtained in

connection with employment could be purchased

entirely by the taxpayer or could be financed in

part (a contributory plan) or in whole (a

non-contributory plan) by contributions of the

employer.

Since a non-contributory pension was paid

for entirely by an employer, the amount received

by the employee was fully taxable. This fully

taxable pension was reported on lines 17a and b.

For the taxpayer who participated in a

contributory retirement plan while employed, the

amount received was only partially taxable. In

general, the amount excludable from gross

income, the nontaxable portion, represented the

taxpayer's contributions under the plan, while the

taxable portion represented the employer's

contribution and earnings on the entire

investment. The nontaxable portion had to be

amortized over the expected lifetime of the

taxpayer.

The entire amount of pensions and annuities

received for the year was reported on line 17a of

the Form 1040. The taxable portion was

computed on a separate worksheet and entered on

line 17b, "Taxable amount."
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Predetermined Estimated Tax Penalty

(included in line 65, Form 1040)

If a return showed taxes of $500 or more

owed on line 65 (tax due at time of filing) and
this amount was more that 10 percent of the total

tax, taxpayers could owe a penalty. Also,

taxpayers could owe a penalty if they underpaid

their 1988 estimated tax liability for any payment

period. Form 2210 was used to determine the

amount of a penalty, if any.

Refund

(line 63, Form 1040)

A refund of tax included all overpayments of

income taxes not applied by the taxpayer as a

credit to the next year's estimated tax. (See also

"Overpayment.")

Regular Tax Computation

Typically, the taxpayer, in determining the

amount of "tax generated," first computed taxable

income. Depending on marital status and size of

taxable income, the taxpayer then used the tax

tables or applied the rates from one of four tax

rate schedules to determine tax. Returns of

taxpayers who had taxes computed by the Internal

Revenue Service were classified under the regular

tax computation method.

limited. In the statistics, total rental net loss

includes passive losses that were not deductible in

figuring AGI. (Passive losses are discussed under

Changes in Law.)

Royalty Net Income or Loss

(line 23, columns A,B,C, Schedule E)

Net royalties consisted of gross royalties less

deductions for depletion, depreciation, office rent,

legal fees, clerical help, interest, taxes, and

similar items. Gross royalties included revenues

from oil, gas, and other mineral rights; revenue

from patents; and revenue from literary, musical,

or artistic works. Certain royalties received

under a lease agreement on timber, coal, and

domestic iron ore were eligible for capital gains

or ordinary loss treatment under Code section

1231, and, as a result of the separate computation

required by that section, are reflected in the

statistics for "sales of capital assets" and "sales of

property other than capital assets."

S Corporations

See "Partnership and S Corporation Net

Income or Loss."

Salaries and Wages
(line 7, Form 1040)

Rent Net Income or Loss #

Oine 23, columns A,B,C, Schedule E)

Rent net income or loss was a part of

adjusted gross income and was determined by

deducting from gross rent, the amounts for

depreciation, repairs, improvements, interest,

taxes, commissions, advertising, utilities,

insurance, janitorial services, and any other

allowable expenses related to the rented property.

Beginning with 1987, new "passive loss" rules

limited the losses that could be claimed for rental

activities, and for 1988 losses were further

Salaries and wages as reported on the tax

return were amounts of compensation primarily

for personal services. The following items were

included:

salaries,

wages,

commissions,

bonuses,

tips,

fees,

excess reimbursement over employee

business expenses,

moving expense allowances,
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the difference between the fair market

value of certain property and the

discount price for which it was

purchased by a taxpayer from his

employer,

severance pay,

sick pay,

the employee's portion of social

security tax,

exercising a stock appreciation right,

vacation allowances,

most disability payments,

strike and lockout benefits, and

the value of non-monetary payments

for services (e.g., merchandise,

accommodations, certain meals or

lodging, certain stock purchase plans,

or property).

Identifiable amounts for any of these

categories which may have been reported by

taxpayers as "other income" were treated as

salaries and wages for the statistics.

Sales of Capital Assets Net Gain or Loss #

(line 13, Form 1040)

In general, capital assets for tax purposes

included all property held for personal use or

investment. Examples of such assets were

personal residences, furniture, automobiles, and

stocks and bonds. Most assets used for business

activities were specifically excluded from

treatment as capital assets. (See also "Sales of

Property Other Than Capital Assets, Net Gain or

Loss.")

The following concepts were used in the

computation of net capital gain or loss for this

report:

Net capital gain—\i\ht combination of

net short-term gain or loss and net long-term gain

or loss resulted in a positive amount, the taxpayer

had a net capital gain. The full amount of this

gain, whether short-term or long-term was

included in adjusted gross income. For property

acquired after 1987, the holding period was one

year or less for a short-term gain or loss and

more than one year for a long-term gain or loss.

Net capital gain also included capital gain

distributions which were not reported on Schedule

D (Capital Gains and Losses and Reconciliation of

Forms 1099-B). These capital gain distributions

were entered directly on line 14 of Form 1040 if

the taxpayer did not have any other gains or

losses to report on Schedule D. These

distributions were, by definition, long-term capital

gains. (See also "Capital Gain Distributions

Reported on Form 1040.")

Net capital loss--\i the combination of

net short-term gain or loss and net long-term gain

or loss resulted in a negative amount, the taxpayer

showed a net capital loss. The amount of net

capital loss to be included in adjusted gross

income was limited to the smaller of the actual net

capital loss or $3,(X)0 ($1,500 for married persons

filing separately). Any excess capital losses over

the $3,(XX) limit could be carried over to

subsequent tax years ("capital loss carryover" in

the statistics).

Sales of Property Other Than Capital Assets,

Net Gain or Loss (line 15, Form 1040)

Property other than capital assets generally

included property of a business nature, in contrast

to personal and investment property which were

capital assets. Some types of property specifically

included in this group were:

(1) certain depreciable, depletable, and real

business property;

(2) accounts and notes receivable in the

ordinary course of business generated

from the sale of goods and services

ordinarily held for sale by the business

or includable in the inventory of the

business;
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(3) certain copyrights; literary, musical,

or artistic compositions; or similar

properties; and

(4) amounts resulting from certain

"involuntary conversions," including

net losses from casualty and theft.

Taxpayers reported all gains and losses not

receiving capital gains treatment on Form 4797,

Gains and Losses From Sales or Exchanges of

Assets Used in a Trade or Business and

Involuntary Conversions.

Self-Employed Health Insurance

(line 26, Form 1040)

Self-employed individuals could deduct as an

adjustment to income up to 25 percent of the

amount paid for medical insurance for themselves

and their families. The balance of the cost was

included with other medical care expenses as an

itemized deduction subject to the 7.5 percent

deduction threshold based on AGI. However,

self-employed persons were not allowed this

deduction if they or their spouses were employees

and eligible to participate in an employer-

subsidized health plan.

Self-Employment Tax #

(line 48, Form 1040)

This tax, levied under the social security

system, was reported by most individuals who had

self-employment earnings of at least $400 derived

from a sole proprietorship or from any share of

partnership profits. Some types of income (such

as dividends, interest, and capital gains and

losses) and certain deductions (such as net

operating losses, and casualty and theft losses)

were not allowed in computing self-employment

earnings.

The maximum net earnings subject to

self-employment tax for 1988 increased to

$45,000 from $43,800 for 1987. The net

self-employment tax rate for 1988 increased to

13.02 percent from 12.30 percent for 1987.

Size of Adjusted Gross Income

(line 31, Form 1040)

The amount of adjusted gross income

reported by the taxpayer on the return was the

basis for classifying data by size of adjusted gross

income. Returns without positive adjusted gross

income, such as deficit returns or returns on

which income and loss were equal, were classified

as having "no adjusted gross income" and appear

as a separate class in most basic tables. The

absence of a class labeled "no adjusted gross

income" indicates that any deficit or breakeven

returns in a table were included in the lowest

income size class.

Social Security Benefits

(lines 21a, 21b, Form 1040)

Social security benefits include any monthly

benefit under title II of the Social Security Act or

the part of a "tier 1 railroad retirement benefit"

that was equivalent to a social security benefit.

Social security benefits are not taxable unless the

taxpayer's other income exceeds certain levels.

The maximum amount taxed was one half of the

net social security benefits received. Social

security benefits received were reported on Form

1040, line 21a with only the taxable portion

reported on line 21b. Taxpayers who had no

taxable benefits were not required to show the

total benefit on their income tax returns.

Social Security Taxes on Tip Income

(line 51, Form 1040)

This amount consisted of social security tax

on unreported tip income and uncollected

employee social security tax on tips.
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Cash tips amounting to $20 or more that the

taxpayer received in a month while working for

any one employer were subject to withholding of

income tax and social security tax (this included

the equivalent railroad retirement tax). If the

employer was unable to withhold the social

security tax, the amount of uncollected social

security tax on tips was indicated on the

employee's Form W-2, and the taxpayer was

required to report the uncollected tax and pay it

with the Form 1040. If the employee did not

report the tips to the employer, the employee was

required to compute the social security tax on

unreported tips on Form 4137 and attach it to

Form 1040.

Standard Deduction #

(line 34, Form 1040)

For 1988, the basic standard deduction was

increased for taxpayers under 65, which made it

equal to the basic deduction for those who were

age 65 or over or blind. Taxpayers who were

age 65 or over or blind could claim an additional

standard deduction amount of $6(X) or $750.

Both the basic and additional standard deduction

were determined by filing status, as shown below.

Single

- Basic deduction of $3,000;

- Each taxpayer 65 or over or blind was allowed

an additional $750 deduction each for age and

blindness.

Marriedfiling jointly or qualifying widow(er)

- Basic deduction of $5,000;

- Each taxpayer 65 or over or blind was allowed

an additional $600 deduction each for age and

blindness.

Married, filing separately

- Basic deduction of $2,500;

- Each taxpayer 65 or over or blind was allowed

an additional $600 deduction each for age and

blindness.

Head of household

- Basic deduction of $4,400;

- Each taxpayer 65 or over or blind was allowed

an additional $750 deduction each for age and

blindness.

In the statistics, the basic standard deduction

was tabulated for all taxpayers who claimed it,

including those who were 65 or over or blind.

The "additional standard deduction" total included

only the additional amount that was taken by

those taxpayers who were 65 or over or blind.

State Income Tax Refunds

(line 10, Form 1040)

These amounts were the refunds of State

income tax that were claimed as itemized

deductions in a prior year.

Statutory Adjustments #

(lines 24-30, Form 1040)

These were certain adjustments to gross

income allowed as deductions in arriving at

adjusted gross income. For 1988, statutory

adjustments included reimbursed employee

business expenses, payments to a self-employed

Keogh retirement plan or a "simplified employee

pension" (SEP), forfeited interest penalty,

payments to an individual retirement arrangement

(IRA), alimony paid, the self-employed health

insurance deduction, and the foreign housing

deduction. Each of the above is described

separately in this section. In addition, statutory

adjustments included the forestation/reforestation

amortization deduction and the repayment of

supplemental unemployment benefits under the

Trade Act of 1974. These amounts were included

in the "Other Adjustments" category in the

statistics.
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Tax Due at Time of Filing

(line 65, Form 1040)

"Tax due" was reported on returns on which

"total tax liability" exceeded "total tax-

payments."

Tax From Recomputing Prior-Year Investment

Credit (line 50, Form 1040)

The investment tax credit provisions of the

law included a recapture rule which required

taxpayers to pay back all or a portion of any

investment credit previously taken on property

disposed of before the end of the useful life

claimed in computing the credit. The law

specified that if property qualifying for the credit

was disposed of before the end of its intended

useful life, the tax for the year of disposal was

increased by the difference between the credit

originally claimed and the credit that would have

been allowed based on the shorter actual life.

Tax credits could not be applied against this

additional tax.

Tax Generated #

(line 38, Form 1040)

This amount was the tax computed on

modified taxable income. (See also "Modified

Taxable Income.") For 1988, there were two

basic tax rates, 15 and 28 percent. However,

taxable income over certain levels (from $43,150

to $89,560 if single, $35,950 to $113,300 if

married filing separately, $61,650 to $123,790 if

head of household, and $71,900 to $149,250 if

married filing jointly or a qualifying widow(er))

was subject to an additional 5 percent tax. This

meant that a 33 percent marginal tax rate was

applied to this part of taxable income with the

purpose of phasing out the benefit of the 15

percent tax rate. For income levels higher than

those shown above for each filing status, the

personal exemption deduction for taxpayers and

dependents was phased out and the marginal tax

rate then dropped to 28 percent. The tax

generated at each of these tax rates is shown in

Tables 3.4 and 3.5. Also, if children under age

14 had investment income that exceeded $1,000,

it was taxed at the parents' rate on Form 8615

and tabulated separately in Tables 3.4 and 3.5.

On most returns, except those with additional

taxes from special computations, "tax generated"

equaled "income tax before credits."

Tax Rates

See "Tax Generated.

Taxable and Nontaxable Returns

The taxable and nontaxable classification of

a return for this report was determined by the

presence of "total income tax" (the sum of income

tax after credits and the alternative minimum tax).

Some returns classified as "nontaxable" may have

had a liability for other taxes, such as

self-employment or Railroad Retirement Tax Act

(RRTA) taxes, social security taxes on tip

income, tax from recomputing prior-year

investment credit, penalty taxes on individual

retirement arrangements. Section 72 penalty taxes,

advance earned income credit payments, golden

parachute payments, or uncollected employee

social security tax on tips. These taxes, however,

were disregarded for purposes of this

classification since three of the above taxes were

considered social security (rather than income)

taxes, and the remaining ones, except for advance

earned income payments, were either based on

prior year's income or were penalty taxes.

For this report, the earned income credit was

treated as an amount which, first, was used to

offset income tax before credits. Since the earned

income credit was refundable, it was subtracted

from income tax (for the statistics) after reduction
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by all other statutory credits. As a result, some

returns became nontaxable strictly because of the

earned income credit if there was no alternative

minimum tax and the earned income credit

equaled or exceeded income tax before credits

reduced by any other credits.

It should be noted that classification as

taxable or nontaxable was based on each return as

it was originally filed and does not reflect any

changes resulting from audit or other enforcement

activities.

Taxable Income

(line 37, Form 1040)

Taxable income was derived by subtracting

from adjusted gross income any exemption

amount and either total itemized deductions or the

standard deduction. On most current year returns

"taxable income" was identical to "modified

taxable income" with the exception of those

returns for taxpayers with taxable income over

certain levels whose personal exemption amount

was phased out. For prior year returns received

during the current year filing period, taxable

income was imputed from the amount of tax

reported. (See "Modified Taxable Income.")

Taxable Interest Received

(line 8a, Form 1040)

This amount was the taxable portion of

interest received from bonds, debentures, notes,

mortgages, certain insurance policy proceeds,

personal loans, bank deposits, savings accounts,

tax refunds, and U.S. savings bonds. Also

included as interest were "dividends" on deposits

or withdrawable accounts in mutual savings

banks, cooperative banks, savings and loan

associations, and credit unions. Most interest on

State or local government obligations remained

tax-exempt, but the total tax-exempt interest had

to be reported on line 8b of Form 1040. It was

not included in the taxpayer's income. (See also

"Tax-Exempt Interest.")

Taxes Paid Deduction

(line 8, Schedule A)

Taxes allowed as a deduction from adjusted

gross income included personal property taxes.

State and local income taxes, taxes paid to foreign

countries or U.S. possessions (unless a foreign tax

credit was claimed), and real estate taxes except

those levied for improvements that tended to

increase the value of the property. Mandatory

employee contributions to a state disability fund

and employee contributions to a state

unemployment fund were also included. Federal

taxes and State and local sales taxes were not

deductible.

Taxes paid on business property were

deducted separately on the schedules for business,

rent, royalty, and farm income and are excluded

from the "taxes paid" statistics in this report.

Tax-Exempt Interest #

(line 8b, Form 1040)

Beginning with 1987, the amount of any

tax-exempt interest received or accrued during the

tax year had to be shown on the tax return.

Tax-exempt interest includes interest on certain

State and municipal bonds, as well as any

tax-exempt interest dividends from a mutual fund

or other regulated investment company. This is

an information reporting requirement and does not

convert tax-exempt interest to taxable interest.

Taxpayments

(lines 54, 55, 57-60, Form 1040)

These payments were generally made before

the return was filed and were applied against tax

liability to determine any amount payable or
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refundable at the time of filing. They consisted

of the following:

(1) income tax withheld, including backup

withholding;

(2) excess social security taxes or railroad

retirement tax withheld;

(3) credit for tax on certain gasoline, fuel,

and oil;

(4) estimated tax payments;

(5) payment with request for extension of

filing time;

(6) credit from regulated investment

companies; and

(7) overpayment of windfall profit tax.

Each of the above is described under a

separate heading in this section.

Although the earned income credit was

included with taxpayments on the tax return itself,

for the statistics it is treated partly as a credit

against income tax liability and partly as a

refundable amount. (See also "Earned Income

Credit.")

Total Income Tax

(the sum of line 47, less earned income credit,

and line 49, Form 1040)

Total income tax was the sum of "income tax

after credits" (from which the earned income

credit was subtracted) and the alternative

minimum tax. It did not include any of the other

taxes which made up "total tax liability." Total

income tax was the basis for classifying returns as

"taxable" or "nontaxable."

Total Itemized Deductions

Oine 34, Form 1040)

Itemized deductions from adjusted gross

income could be claimed for medical and dental

expenses, taxes paid, interest paid, contributions,

casualty and theft losses, moving expenses, and

miscellaneous deductions. The total amount of

itemized deductions was tabulated only from

returns showing positive adjusted gross income.

Total Tax Credits #

(lines 46, 56, Form 1040)

For this report, total tax credits consisted of

the following:

(1) child care credit;

(2) credit for the elderly and disabled;

(3) foreign tax credit;

(4) general business credit;

(5) minimum tax credit;

(6) other tax credits;

(7) mortgage interest credit and any credits

on prior year returns; and

(8) earned income credit used to offset

income tax before credits.

These amounts were deducted from income

tax before credits to arrive at income tax after

credits. For the statistics, the portion of the

earned income credit which did not result in a

negative amount was tabulated as "earned income

credit used to offset income tax before credits."

Any amount remaining of the earned income

credit could be refunded or applied to other taxes.
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All other credits were limited to the amount

needed to offset "income tax before credits" and

were not refundable.

Total Tax Liability

(line 53 modified by the earned income credit,

Form 1040)

Total tax liability was the sum of income tax

after credits, alternative minimum tax,

self-employment or railroad retirement taxes,

social security tax on tips, tax from recomputing

prior-year investment credits, taxes from

individual retirement arrangements. Section 72

penalty taxes, and tax on golden parachute

payments. These taxes were then reduced by the

"earned income credit used to offset all other

taxes" (defined under "Earned Income Credit").

For the statistics, unlike the Form 1040, total tax

liability did not include any advance earned

income credit payments.

1040A, or 1040EZ (see also "Regular

Tax Computation"); and

(2) Form 8615, used to compute the tax on

investment income of children under

14.

Unemployment Compensation

(line 20, Form 1040)

Beginning in 1987, all unemployment

compensation had to be included in income.

Unreimbursed Employee Business Expenses

(line 20, Schedule A)

See "Employee Business Expenses."

Type of Tax Computation #

(line 38, Form 1040)

Tabulations in Table 3.1 include two methods

of computing the tax on income subject to tax.

These methods were:

(1) regular tax, as computed from the tax

tables or tax rate schedules

accompanying the Forms 1040,
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Section 7 Index

References in the index are either to Table

numbers or page numbers. Table numbers are in

the format x.x (Table 1.1 would be "1.1") or

letters (Table A would be "A"). Remaining

references are to page numbers.

Additional Standard Deduction

(See also basic and standard deductions)

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Reported on Form 1040A returns .... 1.6

Adjusted Gross Income Less Dencit

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Size of cumulated adjusted gross

income 1.1

Type and Number of exemptions .... 2.3

Definition 93

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

High income returns 81,83

Returns with modified taxable income . 3.1

Classified by marginal tax rate .... 3.4

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Returns with total income tax 3.2

Time series, 1975-1988 A
Adjustments

(See statutory adjustments)

Advance Earned Income Credit Payments
Definition 94

Alimony Paid

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 94

Reported on returns with itemized

deductions classified by marital status . . 2.2

Alimony Received

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 94

Reported on:

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

All Other Taxes
Classified by size of adjusted gross

income 3.3

Definition 94
All Other Taxpayments

Classified by size of adjusted gross

income 1.4

Definition 95

Alternative Minimum Tax
Change in law 4

Classified by:

Marital status 1.3

Size of adjusted gross income . . . 1.4,3.3

Definition 95

Reported on:

High income returns 81,83

Returns with modified taxable income . 3.1

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Alternative Minimum Taxable Income
(See alternative minimum tax)

159
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B

Basic Standard Deduction
(See also additional and standard deductions)

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Reported on Form 1040A returns 1.6

Business Credit

Reported on high income returns ... 81,83

Business or Profession Net Income or Loss

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 95
Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A

Capital Assets

(See sales of capital assets reported on
Schedule D)

Capital Gains and Losses

(See also sales of capital assets reported on
Schedule D)
Change in law 4

Capital Gain Distribution Reported on Form
1040

Classified by size of adjusted gross

income 1.4

Definition 95
Cash Contributions Deduction
(See contributions deduction)

Casualty or Theft Loss

Classified by marital status 1.3

Definition 96
Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Child Care Credit

Change in law 4
Classified by:

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Definition 96
Reported on:

Form 1040A returns 1.6

Returns with itemized deductions

classified by marital status 2.2

Time series, 1975-1988 A
Children at Home Exemptions
(See exemptions)

Children Away From Home Exemptions
(See exemptions)

Contributions Carryover
(See contributions deduction)

Contributions Deduction
Classified by marital status 1.3

Definition 96
Reported on:

High income returns 81,83
Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Type of contribution 2.1

Credit for Federal Tax on Gasoline and Special

Fuels

Classified by size of adjusted gross

income 3.3

Definition 96
Credit for the Elderly and Disabled

Classified by:

Marital status 1.3

Size of adjusted gross income . . . 1.4,3.3

Definition 96
Reported on returns with itemized

deductions classified by marital status . . 2.2

Time series, 1975-1988 A
Credit From Regulated Investment Companies

Classified by size of adjusted gross

income 3.3

Detlnition 97
Credit to 1989 Estimated Tax
(See also overpayment refunded)

Definition 97

D

Deductible Points

(See also interest paid deductions)

Reported on returns with itemized

deductions 2.1

Dependent Exemptions

(See exemptions)
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Description of the Sample
Method of estimation 14

Processing and management of

the sample 14

Sample design and selection criteria ... 13

Sample redesign 16

Sample selection 13

Table presentation 14

Dividends

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 97

Reported on:

Form 1040A returns 1.6

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A

E

Earned Income Credit

Change in law 5

Definition 97

Refundable portion classified by size

of adjusted gross income 1.4,3.3

Used to offset income tax before credits:

Classified by:

Marital status 1.3

Size of adjusted gross income . . 1.4,3.3

Reported on:

Form 1040A returns 1.6

Returns with itemized deductions

classified by marital status 2.2

Used to offset other taxes 3.3

Economic Income
Definition 69

Employee Business Expense
(See also unreimbursed employee business

expenses)

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 97

Reported on:

High income returns 81,83

Returns with itemized deductions

classified by marital status 2.2

Estate or Trust Net Income or Loss
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 98
Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Elstimated Tax Payments
Classified by:

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Definition 98
Reported on returns with itemized

deductions classified by marital status . . 2.2

Excess Social Security Taxes Withheld
Classified by size of adjusted gross

income 3.3

Definition 98
Exemptions
Change in law 5

Classified by:

Marital status 2.4

Size of adjusted gross income 1.4

Type of exemption 2.3

Definition 98
Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

Returns with itemized deductions .... 2.1

Time series, 1975-1988 A
Expanded Income

Classified by ratio of taxable income

to specified alternative income 80

Definition 72

Reported on high income returns ... 81,83

Farm Net Income or Loss

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 99

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2
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Time series, 1975-1988 A
Farm Rental Income or Loss

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 99
Reported on:

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Filing Requirements
Description 1

Filing Status

(See marital filing status)

Foreign Earned Income Exclusion

Classified by size of adjusted gross

income 1.4

Definition 99
Reported on returns with itemized

deductions 2.1

Foreign Tax Credit

Classified by:

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Definition 99
Reported on:

High income returns 81,83
Description 75

Returns with itemized deductions

classified by marital status 2.2

Time series, 1975-1988 A
Forfeited Interest Penalty Adjustment

Classified by size of adjusted gross

income 1.4

Definition 99
Form 1040 Returns

Classified by size of adjusted gross

income 1.4

Time series, 1975-1988 A
Form 1040A Returns

Classified by size of adjusted gross

income 1.6

Time series, 1975-1988 A
Form 1040EZ Returns

Classified by size of adjusted gross

income 1.5

Time series, 1975-1988 A
Forms and Instructions

Form 1040 114
Form 1040A 145

Form 1040EZ 147

Form 2441 155

Form 3800 155

Form 6251 156

Form 8582 156
Form 8615 157

Form 8801 157

Schedules A «& B 148

Schedule C 149

Schedule D 150

Schedule E 151

Schedule F 152

Schedule R 153

Schedule SE 154

General Business Credit

Classified by:

Marital status 1.3

Size of adjusted gross income . . . 1.4,3.3

Definition 99
Reported on returns with itemized

deductions classified by marital status . . 2.2

H

Heads of Households, Returns of

(See also marital filing status)

Classified by size of adjusted gross

income 1.2

High Income Returns
Classified by:

Effective tax rate 91,92

Ratio of taxable income to

specified alternative income 80
Size of income under alternative

income concepts 79
Description 67
Itemized deductions as a percent

of income 89,90
Items with largest tax effect 85,87

Home Mortgage Interest Deduction
(See interest paid deduction)

Implicit Tax
Description

Income Subject to Tax
(See modified taxable Income)

76
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Income Tax After Credits

Classified by:

Marginal tax rate 3.4

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Size of cumulated adjusted gross

income 1.1

Definition 100
Reported on:

Form 1040A returns 1.6

High income returns 81,83

Returns with modified taxable income . 3.1

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Income Tax Before Credits

Classified by size of adjusted gross

income 1.4

Definition 100

Reported on:

High income returns 81,83

Returns with modified taxable income .3.1

Returns with itemized deductions .... 2.1

Time series, 1975-1988 A
Income Tax Withheld

Classified by:

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Definition 100

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

Returns with itemized deductions

classified by marital status 2.2

Individual Retirement Arrangement (IRA)

Deductible Payments, Adjustment
(See also primary and secondary IRA payments)

Classified by size of adjusted gross

income 1.4

Definition 100

Reported on high income returns ... 81,83

Time series, 1975-1988 A
Individual Retirement Arrangement (IRA)

Taxable Distributions

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 101

Reported on:

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A

Interest Paid Deduction
Change in law 5

Classified by marital status 1.3

Definition 101

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Type of interest paid deduction 2.1

Interest Received

(See taxable interest received)

Interest, Tax-exempt
(See tax-exempt interest)

Investment Interest

Per adjusted gross income concept:

Reported on high income returns . . 81,83

Per alternative income concept:

Reported on high income returns . . 81,83

Investment Interest Paid

(See interest paid deduction)

Itemized Deductions

(See also specific type)

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Marital status 1.2

1979 income concept B
Definition Ill

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Type of deduction 2.1

Joint Returns of Husbands and Wives
(See also marital filing status)

Classified by:

Size of adjusted gross income 1.2

Sources of income 1.3

Reported on returns with total

income tax 3.2

M
Marginal Tax Rates

(See also tax generated)

Change in law
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Definition 101

Reported on returns with modified

taxable income 3.4

Marital Filing Status

Classified by:

Marginal tax rate 3.4

Size of adjusted gross income 1.2

Sources of income 1.3

Definition 101

Reported on returns with itemized

deductions 2.2

Type of exemption 2.4

Measurement of Taxes
Description 75

Medical and Dental Expense Deduction

Classified by marital status 1.3

Definition 102

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Method of Estimation

Description 14

Minimum Tax Credit

Change in law 5
Classified by:

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Definition 102

Reported on returns with itemized

deductions 2.2

Miscellaneous Itemized Deductions

Classified by marital status 1.3

Definition 102

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Miscellaneous Medical Expenses
(See medical and dental expense deduction)

Modified Taxable Income
Classified by:

Marginal tax rate 3.4

Tax generated at specific rate 3.5

Definition 102

Modified Total Income Tax
Classified by:

Effective tax rate 92
Ratio of taxable income to

specified alternative income 80

Size of income under alternative

income concepts 79
Description 68

Itemized deductions as a percent

of income 90
Items with largest tax effect 87

Moving Expense Deduction

Classified by marital status 1.3

Definition 102

Reported on returns with itemized

deductions 2.1

N

Nondeductible Passive Losses

(See also rent and royalty net income or loss)

Change in law 5

Classified by 1979 income concept B
Nonjoint Returns
Reported on returns with total

income tax 3.2

Nonsampling Errors

(See description of the sample)

Nontaxable Returns

(See also taxable and nontaxable returns)

Definition 109

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

Returns with itemized deductions .... 2.1

o

Other Adjustments

(See also statutory adjustments)

Classified by size of adjusted gross

income 1.4

Other Contributions

(See contributions deduction)

Other Dependents
(See exemptions)

Other Income or Loss

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 103

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2
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Other Tax Credits

Classified by size of adjusted gross

income 3.3

Definition 103

Other Taxes Deduction
(See taxes paid deduction)

Other Than Cash Contributions Deduction
(See contributions deduction)

Overpayment
Classified by size of adjusted gross

income 1.4

Credited to 1989 estimated tax:

Classified by size of adjusted gross

income 1.4,3.3

Definition 103

Refunded:

Classified by:

Marital status 1.3

Size of adjusted gross income . . 1.4,3.3

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

Returns with itemized deductions

classified by marital status 2.2

Overpayment of Windfall Profit Tax
Classified by size of adjusted gross

income 3.3

Definition 103

Parent Exemptions
(See exemptions)

Partnership and S Corporation Net Income or

Loss

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 103

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Passive Losses

Change in law 5

Payment with Request for Extension of

Filing Time
Classified by size of adjusted gross

income 3.3

Definition 104

Payments to a Keogh Plan
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 104

Reported on:

High income returns 81,83
Returns with itemized deductions

classified by marital status 2.2

Time series, 1975-1988 A
Penalty Tax on Individual Retirement

Arrangements
Classified by size of adjusted gross

income 1.4,3.3

Definition 104

Pensions and Annuities

Change in law 5
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 104

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Personal Exemption
(See exemptions)

Personal Interest Deduction

(See interest paid deduction)

Personal Interest Paid

(See interest paid deduction)

Personal Property Taxes Deduction

(See taxes paid deduction)

Population and Sample
Reported on Forms 1040, 1040A and

1040EZ C
Predetermined Estimated Tax Penalty

Classified by size of adjusted gross

income 1.4,3.3

Definition 105

Prescription Medicine and Drug Expense
(See medical and dental expense deduction)

Primary IRA Payments
(See also individual retirement arrangement

adjustment deductible payments)

Classified by marital status 1.3

Reported on:

Form 1040A returns 1.6

Returns with itemized deductions .... 2.2
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Processing and Management of the Sample
Description 14

R

Real Estate Taxes
(See taxes paid deduction)

Refund
(See also overpayment refunded)

Definition 105

Regular Tax Computation
Classified by size of adjusted gross

income 3.1

Definition 105

Rent and Royalty Net Income or Loss
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Reported on:

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Rent Net Income or Loss

Classified by size of adjusted gross

income 1.4

Definition 105

Reported on high income returns ... 81,83

Requirements for Filing

Description 1

Retrospective Income Concept
Classified by size of adjusted gross

income and 1979 income concept B
Description 6

Royalty Net Income or Loss

Classified by size of adjusted gross

income 1.4

Definition 105

Reported on high income returns ... 81,83

S Corporations

(See partnership and S corporation net income
or loss)

Salaries and Wages
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 105

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

High income returns 81,83
Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Sales of Capital Assets Reported on
Schedule D
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 106

Reported on:

High income returns 81,83
Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Sales of Property Other Than Capital Assets

Net Gain or Loss

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 106

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Sample Design and Selection Criteria

Description 13

Secondary IRA Payments
(See also individual retirement arrangement

adjustment deductible payments)

Classified by marital status 1.3

Reported on:

Form 1040A returns 1.6

Returns with itemized deductions .... 2.2

Self-employed Health Insurance Adjustment
Classified by size of adjusted gross

income 1.4

Definition 107

Self-employment Tax
Change in law 6
Classified by size of adjusted gross

income 1.4,3.3

Definition 107

Separate Returns of Husbands and Wives
(See also marital filing status)

Classified by sources of income 1.3
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Single Person, Returns of

(See also marital filing status)

Classified by:

Sources of income 1.3

Size of adjusted gross income 1.2

Size of Adjusted Gross Income
Classified by:

Marital status 1.2

Selected income and tax items 1.1

Sources of income 1.4

Type of tax computation 3.1

Definition 107

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

Returns with itemized deductions .... 2.1

Returns with modified taxable income .3.1

Tax generated by rate 3.5

Returns with total income tax 3.2

Type of exemption 2.3

Size of Income
Classified by size of adjusted gross

income and by 1979 income concept . . . . B
Social Security Benefits

Benefits in adjusted gross income:

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Reported on:

High income returns 81,83

Returns with itemized deductions ... 2.1

Classified by marital status 2.2

Classified by size of adjusted gross

income 1.4

Definition 107

Social Security Taxes on Tip Income
Classified by size of adjusted gross

income 3.3

Definition 107

Sources of Income
(See also specific type)

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

High income returns 81,83

Returns with itemized deductions

classified by marital status 2.2

Sources of the Data
(See description of the sample)

Standard Deduction
(See also basic and additional standard

deductions)

Change in law 6
Classified by marital status 1.2

Definition 108

Reported on Form 1040EZ returns .... 1.5

State and Local Income Taxes Deduction
(See taxes paid deduction)

State Income Tax Refunds
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 108

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Statutory Adjustments

(See also specific type)

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 108

Reported on:

Form 1040A returns 1.6

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Type of adjustment 1.4

Surviving Spouses, Returns of

(See also marital filing status)

Classified by sources of income 1.3

Tax Credits

(See also specific type)

Classified by:

Marital status 1.3

Size of adjusted gross income . . . 1.4,3.3

1979 income concept B
Definition Ill

Reported on:

High income returns 81,83

Returns with modified taxable income . 3.1
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Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Type of credit 3.3

Tax Due at Time of Filing

Classified by:

Marital status 1.3

Size of adjusted gross income . . . 1.4,3.3

Definition 109

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

Returns with itemized deductions

classified by marital status 2.2

Tax-exempt Interest

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 109

Reported on:

Form 1040A returns 1.6

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Tax from Recomputing Prior-Year Investment

Credit

Classified by size of adjusted gross

income 3.3

Definition 109

Tax Generated
Classified by:

Marginal tax rate 3.4

Tax generated at specified rate 3.5

Definition 109

Reported on returns with modified

taxable income 3.1

Tax Items

(See also specific type)

Classified by:

Marital status 1.3

Size of adjusted gross income . . . 1.4,3.3

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

High income returns 81,83

Returns with modified taxable income .3.1

Returns with itemized deductions

classified by marital status 2.2

Tax Liability

Classified by:

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Definition 112

Reported on:

Returns with itemized deductions

classified by marital status 2.2

Tax Preferences Excluded from Adjusted Gross

Income Concepts
Definition 73

Reported on high income returns . . . 89,90

Tax Preparation Fee

(See miscellaneous itemized deductions)

Tax Rates

(See tax generated)

Taxable Income
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Marital status 1.2

Size of cumulated adjusted gross

income 1.1

Tax generated at specified rate 3.5

Definition 110

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

High income returns 81,83

Returns with modified taxable income . 3.1

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Taxable Interest Received

Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

1979 income concept B
Definition 110

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Taxable Returns

Classified by size of cumulated adjusted

gross income 1.1

Definition 109

Reported on:

Form 1040A returns 1.6

Form 1040EZ returns 1.5

Returns with itemized deductions .... 2.1
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Taxes Paid Deduction
Classified by marital status 1.3

Definition 110

Reported on:

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Type of taxes paid deduction 2.1

Taxpayments
(See also specific type)

Classified by:

Marital status 1.3

Size of adjusted gross income ... 1.4,3.3

Definition 110

Reported on returns with itemized

deductions classified by marital status . . 2.2

Type of taxpayment 1.4

Total Deductions
Time series, 1975-1988 A

Total Income
Classified by size of adjusted gross

income and by 1979 income concept . . . . B
Description 7

Time series, 1975-1988 A
Total Income Tax
As percent of adjusted gross income ... 3.2

Type of tax computation 3.1

Average 1.1

Type of tax computation 3.1

Classified by:

Marital status 1.3

Number of exemptions 2.4

Size of adjusted gross income 1.4

1979 income concept B
Marital status 2.1

Number of exemptions 2.3

Size of cumulated adjusted gross

income 1.1

Definition Ill

Reported on:

Form 1040EZ returns 1.5

High income returns 81,83

Returns with modified taxable income . 3.1

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Time series, 1975-1988 A
Total Personal Credits

Reported on high income returns ... 81,83

Type of Return
Classified by size of adjusted gross

income 1.4

Type of Tax Computation
Classified by size of adjusted gross

income 3.1

Definition 112

u

Unemployment Compensation in AGI
Classified by:

Marital status 1.3

Size of adjusted gross income 1.4

Definition 112

Reported on:

Form 1040A returns 1.6

High income returns 81,83

Returns with itemized deductions .... 2.1

Classified by marital status 2.2

Unreimbursed Employee Business Expense

(See also miscellaneous itemized deductions

and employee business expense)

Reported on returns with itemized

deductions 2.1

W
Windfall Profit Tax Overpayment
(See overpayment of windfall profit tax)

Windfall Profit Tax Refunds

Reported on high income returns ... 81,83

Windfall Profit Tax Withheld

Reported on high income returns . . . 81,83








